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THURSDAY, APRIL 5, 1990 

U.S, Senate, 

COHMrrTEE ON COMMEBCE, SCIENCE, AND TrANSFOETATION, 

Subcommittee on Aviation, 

Washington, DC 
The subcommittee met, pursuant to notice, at 2:45 p.m., in room 
SR-253, Russell Senate Office Building, Hon. Wendell Ford (chair- 
man of the subcommittee) presiding. 

Staff members assigned to this hearing: Cfirol Carmody, profes- 
sional staff member; Sam Whitehorn, staff counsel; and John Tim- 
mons, minority staff counsel. 

OPENING STATEMENT BY SENATOR FORD 

Senator Ford. Good afternoon, ladies and gentlemen. We hfid a 
vote, but I am of the opinion we will not be interrupted for the rest 
of the afternoon as it relates to votes. At least that is the judgment 
that is on the Senate floor right now. 

This is the second hearing that the Aviation Subcommittee is 
holding on S. 1741, a bill introduced last October by Senators Dan- 
forth and McCain to increase competition in the commercial airline 
industry. 

As I said in the first hearing, a number of the proposals con- 
tained in this bill are troubling to me and would, if enacted, create 
a whole new set of problems. I have already said very publicly that 
I do not like the proposal for a head tax. I am worried about the 
proposal to require airlines owning computer reservation systems, 
so-called CRSs, to divest themselves. 

I am bothered by a view of competition that seems to say anyone 
who gets ahead is doing something wrong or unfair. Where is the 
incentive to try anything if success brings a penalty? 

Despite my objections to many positions in this bill, I think all of 
us who fly regularly acknowledge that problems with connections, 
with hub dominance by one carrier and with fares which seem to 
be higher at hubs. There is enough discontent up here and in other 
places that the Secretary of Transportation, Mr. Skinner, decided 
to study the state of competition. 

His study, recently released, found competition is healthy in 
most places, but identified pockets of problems. 

We will hear today from Mr. Shane of the Department of Trans- 
portation about that study, and I hope we will hear some solutions 
for a change. 

(211) 
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The General Accounting Office, GAO, has testified Beveral times 
on various aspects of the concentration issue. Today GAO will iden- 
tify the barriers to entry which block or make it difficult for ne^» 
entreuits into the industry. We will hear testimony, too, from some 
airlines and airports expressing their views over some of the bill's 
provisions. 

After all this we wU] have studied the problem almost as much 
as the Department of Transportation. The only problem with stud- 
ies, as the Secretary has found out, is that when you finish them 
people expect you to do something. The Secretary up until now has 
not chosen to do anything. That, in itself, is a policy, and some- 
times I think the best policy may be not to legislate. But the ball is 
in our court. 

I hope that in consultation with my collefigues we will be able to 
come up with the right solutions, solutions that benefit the flying 
public and improve the aviation system. 

We have now been joined by the distinguished 

Senator McCain. "Hiank you, Mr. Chairman. 

Senator Ford. Wait a minute. I have not called your name yet. 
He has been testifying in another committee and ran over here so 
he could be on time, and I appreciate that. And Senator McCain 
has been a very valuable, hard working member of this committee 
and of the full committee, and I am pleased that he is here and 
pleased to be working with him. Senator McCain. 

OPENING STATEMENT BY SENATOR McCAIN 

Senator McCain. I thank you, Mr. Chairman for your usual 
great courtesy and friendship that you have extended to me, and I 
especially want to express my appreciation to you for holding this 
hearing because I realize there are elements of this legislation that 
trouble you, and you could easily not consider this bill at all. Your 
graciousness in giving us this further opportunity to convince you 
of the wisdom of our ideas is in keeping with the tradition of the 
Kentucky gentleman that you are. 

I would Tike to welcome Mr. Shane back before us. We have had 
many interesting and engaging sessions in the past, and I expect 
this one to be just as stimulating. 

By the way, Mr. Chairman, I was at a hearing concerning an Ar- 
izona wilderness bill, the Hrst of its kind and one that is very im- 
portant to my state that 1 was testifyii^ on. That is the reason for 
my tardiness fmd I apologize. 

Mr. Chairman, I believe the Department of Transportation's re- 
cently released study on competition in the U.S. domestic eiirline 
industry confirms the conclusions of the GAO studies and other 
governmental studies and industry studies that this subcommittee 
has reviewed over the past couple of years; that is, market concen- 
tration, competition and consumer cost are related. 

The question that must be addressed is what can or should be 
done about it. 

Senator Danforth and I have brought to the table a compendium 
of ideas on what could be done. I am not wedded to the list nor do I 
believe are any of the co-sponsors. What we are committed to do is 
finding a way to arrest the concentration occurring in the industry 
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and increeising competition so that all Americans can ei^joy the 
benefits of deregulation. 

I would like to state one final time I do not believe that deregula- 
tion was a mistake. 1 believe it has resulted in many benefits for 
the consumers. Nor am I opposed to hubs. I sup[>ort hubs. I believe 
the hub and spoke system is in large measure responsible for many 
of the benefits of deregulation. 1 do not want to see the airline in- 
dustry reregulated or hubs eliminated. 

What we do want to see is the gotil of deregulation achieved: ade- 
quate, economic, efficient and low priced air transportation. At 
present I do not view the trends in the industry as pointing to- 
wards the fulfillment of that goal. Taking my facts from the DOT 
study, today we have one less carrier than we did at the advent of 
deregulation. This, despite a 33 percent increeise in air carriers 
during deregulation's heyday year of 1984. 

Today we have five less carriers with 90 percent of the market 
than we did in 1978, and today's eight carriers are one half the 
number that constituted 90 percent of the market in 1984. 

Finally, while fares have shown a large relative decrease in the 
ten years since deregulation, close analysis of this decline shows 
the rate of decline has slowed considerably in the second half of 
the 1980s and fares actually have increased over the last couple of 
years. In fact, industry analysts cite three major carriers, Pan Am, 
TWA and Extern, as being in serious difficulty. An extension of 
these trends over the next decade does not reveed to me an air 
transportation system which is adequate, economic, efficient and 
low priced. 

I am also very concerned about the status of new entrants, 
whether they are new to the industry or new to a particular route. 
New entry was supposed to provide competitive pressure resulting 
in price discipline. If that is not present, we have a serious prob- 
lem. 

There remjuns only two postderegulation carriers from the 
dozens that were formed, and their future is not eissured. 

As far as route competition is concerned, I quote the DOT study. 
"There has to be an element of concern about increasing hub con- 
centrating on the one hand and the fact that non-hubbing carriers 
have stopped competing in most city pairs involving a highly con- 
centrated hub. One competitive factor has been squeezed out, and 
it is not clear that the weeding out process has yet stabilized." 

Given yet another study from a totally different source than pre- 
vious studies concluding that the industry is becoming more con- 
centrated with negative implications for the consumer, I believe it 
is time to act. We know what the problems are. We know what op- 
tions we have to deal with these problems. We are not guaranteed 
success. 

However, I do not believe it serves any good purpose to wait for 
more ffulures before we decide to act. At some point today's options 
will expire, and then we will be left with two choices, a return to 
rate regulations such as being contemplated in the cable T.V. in- 
dustry, or an invitation to foreign carriers to enter our domestic 
markets. We must take control of events before they take control 
of us. 

Thank you very much, Mr. CSiairman, for your indulgence. 
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Senator Ford. Thank you. Senator. 

Senator Kasten, do you have a statement you would like to 
make? 

OPENING STATEMENT BY SENATOR KASTEN 

Senator Kasten. Mr. Chairman, thank you very much. 

First of all, I am pleased that we ere holding this heeiring today 
on S. 1741, the Airline Competition Enhancement Act, and I £im 
even more pleased to welcome as a witness before us on the second 
panel the President of Midwest Express, Tim Hoeksema. Tim is a 
hero of America's emerging new economy and more particularly of 
the deregulated airline industry that allowed Midwest to establirfi 
itself and to grow to the dynamic eiirline that it is today. 

He has established an airline that is actuEilly fun to fly. We do 
not hear much about that. The people are great, the food is superb, 
and the quality of service is unmatched. It is the kind of an airline 
that I beUeve we should be helping. 

Senator Ford. They must be stationed in your state. 

Senator Kasten. You wait until you fly to Milwaukee, Mr. Chtiir- 
man. This is a terrific airline, and that is why I have worked on 
their behalf to allow them to expand their service into Washington 
National, LaGuardia and other airports. 

They have tried to operate within the slot system, to obtain more 
slots so that more people could experience what an mrline could be. 
Their attempts to purchase more slots have run into a dead end. 
This situation, together with similar concerns shared by other Sen- 
ators, including Senator McCain, resulted in our attaching to the 
conference report for the flscEil year 1989 appropriations for the De- 
partment of Transportation a provision requiring the Department 
of Transportation to commence a rule making to free up slots for 
new entrants and also limited incumbents. 

That legislation was passed. It passed September 22, 19S8. 

This legislation required that l^e Secretary of Transportation 
commence a rule making within 90 days and come up with a final 
rule within 270 days, or within nine months. We are now 18 
months out, and we have nothii^ responsive to our concerns from 
the Department of Transportation. 

Six months ago Mr. Shane appeared before the House on Sep- 
tember 19th and told us that Secretary Skinner w£is aware of the 
shortcoming of the current system and had instructed the staff to 
get going on this. Still, we have heard nothing. 

Now, I do not know where that staff went, I do not know who 
they are, but nothing has happened, and most of us up here are 
getting sick and tired of the excuses, the delays, and lack of solu- 
tions to this very important problem for limited incumbents and 
new entrants. 

We could introduce another hill calling for another rule making. 
That is not going to work. I think what we have got to do now is to 
work on a bill that would change the system. In other words, legis- 
lation that would rework the allocation of slots that we would legis- 
late in this committee. 

The McCfun, Danforth legislation, I think, is important. I am not 
a co-sponsor of it right now. There are a number of elements of it 
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which I Eigree with. But we are going to, I believe, have to rework 
the allocation of slots through legislation here in this committee. It 
is the only way that we are going to see the Department of Trans- 
portation even begin to move. 

Maybe the threat of legislation, or maybe if we would pass it 
through the subcommittee, the committee and then the full Senate, 
maybe that somehow will get someone's attention. 

But this airline industry question is one that cannot wait. The 
new entrants have got to have the opportunity to come into these 
markets, and limited incumbents should be able to expand. 

I am going to be working, Mr. Chairman, with you, Senator 
McCain, Senator Danforth and others, and I look forward to the 
testimony both of the Department of Transportation witnesses and 
also Mr. Hoeksema of Midwest Express. 

Senator Ford. Thank you. Senator. I am pleased that your fur is 
up and maybe we can get you to join us in trjdng to straighten the 
administration out and your presence on that 

Senator Kasten. Which administration is that? 

Senator Ford. I would not get into that, but I just said the ad- 
ministration. So I am very pleased. We have several other pieces of 
legislation: if you feel that way about this one, maybe we can get 
you on those. 

Senator Kasten. I will help you on the airport trust fund. 

-Senator Ford. Well, wonderful. That is two out of three. I think 
we will call this hearing off. 

I have statements for the record from Senators Hollings and 
Pressler that I will include at this point. 

[The statements follow;] 

Opening Statbhent By The Chairman 

This is the second hearing on S. 1741, the Airline Competition Enhancement Act 
of 1989, which focuses on several issues mtical to the continued competitiveness of 
the airline industry. Those of us who are responsible for overseeing the industry, 
and who frequently use the system, have serious concerns, and some of these issues 
are raised by S. 1741. The bUl serves as a means to focus on issues like computer 
reservations systems (CRS), service to medium and small communities, and barrien 
to entry to our nation's airports. 

Since enactment of the Airline Der^ulation Act of 1978, hearing after hearing 
has focused on anticompetitive conditions within the industry, and how such condi- 
tions could be allowed to feeter. The new Administration seeme to have a more real- 
istic approach to the efTects a particular transaction has on competition, and per- 
haps, if the previous Administration had had a similar enlightened viewpoint, much 
of tiie discussion at these hearings might not tiave been n 



We all realize that the industiy has become more concentrated, and, while the 
Department of Transportation's (DOT) study of the airline industry suggestH that 
almost everything is fine, there are many doubters. These doubters include thoae 
folks in small and medium-sized communities and carriers trying to provide new 
service, as well as many of my cotleaguea. 

CRS continues to be a contentious issue. The current DOT regulations are set to 
expire at the end of the year unless DOT takes action. So far, a broad advance 
notice of proposed rulemaking has been issued. The Committee and industry anx- 
iously await the completion of the next stage of the rulemaking process ana hope 
that all concerned will have sufficient time to make their arguments before DC/T. 
Clearly S. 1741 presents a different alternative, and one that would "alleviate" the 
need for rules. But, the real focus of the bill is to make the industry more competi- 
tive, and we hope that DOT's efforts achieve that result. 

With respect to slots, S. 1741 also seeks to do away with the buy-aell rule, under 
which slots were given to incumbcmt carrierB, while new entrants now have to pur- 
chase these same slots ^m incumbents. DOT has been promising to change the 
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rules for some tiine, but a serious rulemaking has not been undertaken as yet 
Action could help alleviate this barrier to entry for new entrants. 

This hearing and others that will occur in the coming months will be seeking so- 
lutions to these problems. The specific issues addressed in the bill, though, are only 
part of the problems we must confront. Issues like trust fund spending must be ad- 
dressed tlrst and foremost. If the trust fund is used for the purpose for which it was 
intended, and the surplus is spent, the barriers to entry should b^n to come down, 
hopefully resulting in a more competitive industry and one that adequately meets 
the needs not only of those people living in "hub" cities, but also of those living in 
email- and medium-sized communities spread throughout South Carolina and the 
rest of the country. 

I look forward to hearing from the witnesses today. 

Opening Statbubnt By Sbnatob Prbsslbr 

Mr. Chairman, I am pleased to participate in this second hearing on S. 1741, the 
Airline Competition Enhancement Act. Though I am not a member of this subcom- 
mittee, I am a cosponsor of the bill and take a great interest in the subject of com- 
petition in the airline industry. 

The focus of today's hearing will be a recently released report from the U.S. De- 
partment of Transportation on airline competition. The final analysis of that report 
is that many passengers are benefitting from airline deregulation. However, I am 
pleased that the DOT study closely resembled recent General Accounting Oflice 
(GAO) reports that yields are considerably higher at concentrated hub airports. 

On a related note, I would like Mr. Shane to address the subject of corporate dis- 
counting by airlines. A recent Wall Street Journal article dated March 12, 1990, p. 
Bl, and entitled "Big Companies Get Pat Travel Discounts, But Small Firms and 
Consumers May Pay. 

The story demonstrated how large corporations receive a discount on more than a 
Uiird of their airline tickets. 1 am concerned that this practice wilt lead to higher 
travel costs for leisure and small business travelers. Within the context of competi- 
tion in the airline industry, I would like to know of DOT's thoughts on this practice. 

I look forward to today's testimony and thank the chairman for scheduling this 
hearing. 

Senator Ford. The first witness this momii^ is the Honorable 
Jeffrey Shane, Assistant Secretary for Policy and International Af- 
fairs, Department of Transportation. 

Jeff, I guees you have heard the Senators up here and I know it 
does not bother you at all. So you go right ahead and give us your 
statement. If you want to highlight it, we will put the full state- 
ment in the record, and we appreciate you coming this afternoon. 
You may proceed. Would you identify your colleague. That would 
be fine for the record. 

STATEMENT OF JEFFREY SHANE, ASSISTANT SECRETARY FOR 
POLICY AND INTERNATIONAL AFFAIRS, DEPARTMENT OF 
TRANSPORTATION; ACCOMPANIED BY PATRICK MURPHY, 
DEPUTY ASSISTANT SECRETARY 

Mr. Shane. Thank you very much, Mr. Chairman, and good 
afternoon to you and to Senator McCain and Senator Kast«n. 

With me this afternoon is Mr. Patrick Murphy, who is Deputy 
Assistant Secretary of Transportation for Policy and Intemationm 
Affaire. I have asked him to sit next to me this afternoon because 
we could not figure out how it would be possible for him to pass me 
notes across the press table without those notes finding their way 
into print. 

With your permission, Mr. Chairman, I would like to submit a 
full statement for the record, and I will summarize that statement. 
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Senator Ford. Without objection your total statement will be in- 
cluded in the record. 

Mr. Shane. I am very pleased this afternoon to have the opportu- 
nity to appear before you and to comment on S. 1741, the /urline 
Competition Enhancement Act of 1989. 

The legislation, of course, is a response to a growing criticism of 
airline fares and a widespread belief that the airline industry has 
become concentrated and uncompetitive. A lot of work and a lot of 
thought went into it, obviously, and the sponsors are to be com- 
mended for focusing national attention on this critical issue. 

I have had the privil^e, Mr. Chairman, of discussing these 
issues with you and with the subcommittee and with Senator 
McCain both in this room and on other occasions in private, and I 
just want to say that I understand completely the spirit with which 
that l^islation was proposed, and we welcome it. We think it is a 
vehicle for precipitating a very important discussion of a critical 
national issue. 

As you know, Secretary Skinner has had similar concerns, and it 
was for that resison that he Eisked his staff to undertake a compre- 
hensive assessment of the state of competition in the domestic air- 
line industry, the study to which you have referred. 

The result was a multi-volume report issued in February. Al- 
though the report took nine months to complete, we think it was 
well worth the wait because it gave the Department of Transporta- 
tion, and it gave the people of this country, a much better under- 
standing of the complex ways in which the airline industry has 
changed over the more than ten years since deregulation. 

I would like to go over some of the more significant findings in 
the study to summarize them if I may because I think they bear 
directly on the issues addressed in S. 1741, and then in the time 
remaining I would like to simply summarize our reactions to the 
specific provisions of 1741. 

One of the most publicized changes h£is been the initial increase 
and subsequent decrease in the number of airlines operating since 
deregulation began. Between 1978 and 1984, the number of ceu-riers 
operating large aircraft expanded from 30 to 38. The industry then 
consolidated through mergers and acquisitions so that, in 1988, 29 
remained. 

In 1978, 13 airlines carried 90 percent of the traffic. The number 
increased to 16 in 1984, but then dropped so that today after the 
mergers in 1989, the merger in 1989 of Piedmont into [USAIR], 
eight carriers account for 90 percent of the industry's revenue pas- 
senger miles. 

Chie m^or reason the number of carriers has declined in recent 
yefirs is because a fundamental change has taken place in the way 
carriers operate. All major domestic carriers developed hub and 
spoke networks to replace the linear route structures which had 
grown up under regulation. 

Hub and spoke networks have affected air travel in several im- 
portftnt ways. First, the increase in number of fights to cities of all 
sizes, but particularly lEU*ger cities, has been dramatic. 

Second, small cities receive more frequent and more conveniently 
timed flights than previously, and many small or rural communi- 
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ties receive service to connecting hubs from more than one major 
airline or their code-sharing affiliate. 

This provides travelers to and from many small communities 
with a choice of airlines and one-stop routings to most major desti- 
nations. The acid test of whether service is better imder hub and 
spoke systems is whether passengers use it. Between 1984 and 
1988, 61 percent of all airports, the vast majority of which serve 
small communities, showed traffic increases. 

The hub at Charlotte, N.C., provides an illustration of how serv- 
ice increases when a connecting hub is created (Chart 3). In 1979, 
Charlotte had nonstop service to 32 communities, 8 of which were 
small cities and 7 of which could be classified as small or rural 
communities. By 1989 Charlotte received nonstop service to 73 com- 
munities; the number of small cities served was doubled to 16; and 
the number of rurcd and sm^l communities served was more than 
tripled to 23, Charlotte is only one of more than 20 new connecting 
hub complexes which have developed in the past 6 to 8 years. The 
nation now has 25 hub airports, whereas in 1978 we had 5. 

The only effective way of assessing the state of airline competi- 
tion, Mr. Chairman, is by examining city-pair markets, the markets 
traditionally examined in airline competition studies and antitrust 
analyses. 

The expansion of airline service networks that I have just de- 
scribed has resulted in an increase in the number of air carriers 
competing for passengers in a majority of city-pair markete. In 
1988, more than 55 percent of passenger trips took place in city- 
pair markets served by three or more competing air carriers, up 
from 28 percent in 1979. 

It is probably not an overstetement to say that in 1988 the air- 
line industry structure was generally more competitive where it 
counts — in city-pair markets — than at any time in its history. 

The lesson to be learned is that you cannot infer less inter-carri- 
er service competition between cities just because there are fewer 
carriers operating nationally. 

As a ftirther illustration of how the industry structure has 
become increasingly competitive, a look at actual passenger travel 
in one relatively small market — Albany, New York-Minneapolis-St. 
Paul, Minnesoto — is helpful (Chart 5). In 1979 travelers between 
Albany and Minneapolis relied on connectii^ service offered by 
just two carriers — USAir through Buffalo and American through 
Chicago. By 1988 air travel between these two cities had increased 
by 41 percent and two additional competing carriers had entered 
the market — United, with service over Chicago, and Northwest, 
with service over its Detroit hub. (USAir's service is now provided 
over its Pittsburgh hub.) 

As you know, each hubbing carrier enjoys a substantial advan- 
tage at its hub. Each additional spoke strengthens a hub by provid- 
ing a new destination for the other spokes. This leads naturally to 
one airline providing most of the fUghts at its chosen connecting 
hub. Since flights into the hub city carry both passengers travelling 
between spoke cities and passengers destined for the hub city, the 
hubbing airline can provide more service than local passengers 
alone would justify. Other airlines gener£illy cannot matoh the 
service of the hubbing airline or achieve its load factors into its 
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hub city. As a result, direct nonstop competition into these connect- 
ing hubs is generally limited to markets involving the connecting 
hub of another air carrier. On the other hand, each connecting hub 
network competes for traffic in many markets by providing conven- 
ient one-stop service alternatives. These tiltematives are less at- 
tractive to time sensitive travelers in short distance markets, but 
increasingly attractive as market distance increases. 

Let me turn now to pricing. In the ten years since der^ulation, 
air fares adjusted for inflation have continued their long-term his- 
toric decline. After 1981, following an increase in air fares caused 
by an enormous increase in the cost of jet fuel, air fares declined 
by 26 percent (adjusted for inflation). 

From 1984 to 1988 the decline was 15 percent. In this more 
recent period cities of all sizes had fare declines, but small cities 
benefitted the most. 

Over the period of deregulation average fares have closely 
tracked average costs. Our study showed, however, that the pres- 
ence of competition in city-pair markets does affect price. 

Among the 3,675 markets in 1988 that had at letist 10 passengers 
per day moving in each direction, 698 were dominated by a single 
carrier, and fares in these single-carrier markets were 14 percent 
higher than in competitive markets. These single-carrier markets 
account for about 10 percent of domestic revenue passenger miles. 

We also studied the eight most concentrated hubs, where one ftir- 
Une had more than 75 percent of passenger enplimements. We 
found that fares at those hubs were on aversige 18.7 percent higher 
than in similar meirkets for other airports. We accounted for differ- 
ences in the size of markets and distance of markets in calculating 
this hub premium, which is the main reason why our result shows 
a somewhat lower premium than the General Accounting Office 
found in its estimate of last June. 

We found that fare premiums at these eight hubs were greatest 
for travel between large cities within the range of 250 to 1,000 
miles of the hub. 

Traffic in the high fare markets at these eight hubs represents 
4.1 percent of domestic revenue passenger miles. 

We have studied other areas as well. Our study analyzed airline 
marketing systems, including computer reservation systems, travel 
agencies and frequent flyer programs. We concluded that the basic 
features of CRS industry structure are unchanged over the past 
few years and entry into the CRS industry remains difficult. 

There are, however, two promising CRS developments. First is 
the diversification of ownership of three of the four reservation sys- 
tems. To the extent that these systems are owned by more than 
one ftirline and are operated as separate profit centers, manners' 
incentives and abilities to use these systems to thwart airline com- 
petition are reduced. 

Second is the enhanced ability of these systems to provide real 
time information on the flighte of participating airlines which 
could, potentially, r^uce the need for travel Events to use the lo- 
callv dominant air carrier's reservation system. 

llie Department has rules restricting the airlines owning CRSs 
from using their control of the systems to prejudice their competi- 
tors. As you know, the Department is currently considering wheth- 
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er to readopt or to amend those rules, which are now scheduled to 
expire at the end of this year. 

As I say, we looked at frequent flyer pn^ams. We also studied 
regional Etirlines. We studied the impact of international air service 
on the domestic market, and finally we studied airport and air traf- 
fic impediments to competition. 

The travel agency industry has grown dramatically under de- 
regulation. Before deregulation travel Eigents booked 51 percent of 
U.S. airline passenger sales compared to 81 percent in 1988, and 
the number of agency locations htis grown from 14,800 to over 
35,000. Travel agencies are a relatively inexpensive means for niEU^ 
keting airline services; without the agency system each carrier 
would have to create its own distribution network, an arrjmgement 
that would be considerably more costly. The e^ency system is still 
evolving, jmd travel agencies have been developing new services for 
clients, including services that can significantly lower travel costs. 

Frequency flyer programs are a form of discount directed toward 
the most lucrative segment of airline traffic — the full fare business 
flyer. These programs probably make a contribution to airline effi- 
ciency by using awards so as to fill seats that otherwise would have 
been flown empty. Pursuit of frequent flyer rewards by company 
employees can lead to distorted purchasing decisions by business 
travelers, but corporations are adopting control measures that they 
believe Eire reducing these problems. Also, most frequent flyers 
belong to more than one program, thus helping to promote compe- 
tition among carriers. 

A separate section of the study covering r^onal airlines found 
that the number of airports served by this CEirrier group increased 
by 25 percent between 1978 and 1988 and the number of passengers 
carried by the regionals more than tripled. Most regional airline 
services is marketed on a code sharing bfisis with a major airline 
which provides greater coordination between carrier flight sched- 
ules, allows shared boarding and ba^age facilities, simplifies tick- 
eting, and permits passengers of regional air carriers to participate 
in frequent flyer programs offered by m^or carriers. Most regional 
travel markets are competitive. Of the top 300 regional markets in 
1988, our study found that 212 were served by two or more air car- 
riers, and in another 24 markets r^onal airlines compete with 
m^'or air carriers. 

The impact of international air service on domestic competition 
was also studied. We found that international operations are a 
growing source of revenue and profits and are important to the fi- 
nfincial strength of the individual domestic carriers. The introduc- 
tion of new gateways and additional opportunities for international 
travel has resulted in substantial increases in treiffic and has al- 
tered traffic flows, with more passengers traveling on-line and 
fewer making interline connections between domestic find interna- 
tional sectors. 

Finally, our study included a section on airport and air traffic 
impediments to competition. We found that delays resulting from 
airport and airway capacity restrictions are a serious concern, but 
in smd of themselves do not prevent new carriers from geuning air- 
port access beause the "first come, first served" rule of handling 
traffic treats new entrants and incumbents the same. With r^ard 
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to the four slot controlled airports — O'Hare, La Guardia, Kennedy 
and Washington National — inadequate capacity is an obstacle to 
expansion by incumbents and entry by new carriers. Reallocation 
of alots is now accomplished through a market-type process that 
allows slots to be transferred for any consideration. This "buy-sell 
rule" has been effective in providing for adjustments among incum- 
bent carriers. However, the capacity shortfige at these Eiirports may 
well impede carriers ^om entering these markets. 

We also found that a shortage of airport groundside facilities is a 
serious problem. According to a 1989 survey conducted by the Air- 
port Operators Council IntemationEil, 19 of the 30 large hub Eiir- 
ports indicated that no gates could be made available within 90 
days. 

Section 2 covers computer reservation systems and code-sharing. 
As I noted earlier, the Department is well along in the rule-making 
process to consider changes to its CRS regulations which expire at 
the end of 1990. Comments have been filed by 27 parties smd the 
issues raised, not surprisingly, are very complex. Consequently, the 
Department will not be in a position to make substantial com- 
ments, or substantive commente on CRS issues until that rule is 
done, and I can only apolc^ize for that. 

On the issue of outlawing code-sharing, our views are clear. Our 
study of structure and pricing in the industry emd our review of 
the regional airline industry led us to conclude that code-sharii^ 
has usually been a positive development, which has produced not 
only better service but also more competitive options for many 
smaller cities and rural communities. 

Section 3 of the bill would give the Federal Trade Commission 
authority over deceptive and anticompetitive practices in the air- 
line industry. That will duplicate, Mr. Chairmtm, the Department's 
authority under Section 411 of the Federal Aviation Act, and with 
respect to anticompetitive practices, would overlap both the De- 
partment of Transportation s and the Department of Justice's au- 
thority. We see no reason why this increase in overlapping author- 
ity would lead to better regulation or enforcement, and consequent- 
ly, we would be opposed to that section. 

Section 4 creates a presumption that a dominant air carrier at a 
concentrated hub airport has been engaged in unfair or deceptive 
practices, or unfair methods of competition, and Section 5 author- 
izes the Secretary to move in district court for an injunction 
against those practices. 

Again, our study of the industry led us to conclude that the hub- 
and-spoke system of orgemizing routes has generally produced more 
and bettfir service at the hubs and more competition in most do- 
mestic markets than would otherwise prevail. 'Therefore, we believe 
it would be unwise to simply presume guilt based on market share. 
The current antitrust laws we think provide a method for correct- 
ing monopolistic, unfair or deceptive practices, and they should 
serve us well when those practices arise. 

Section 6 allows the assessment of passenger facility charges, or 
PFCs, at concentrated hub airports to be used for security, capacity 
enhancement and noise mitigation projects. Bearing in mind your 
own comments on the PFC proposal, Mr. Chairmem, the Depart- 
ment of Transportation agrees in concept with that section, but we 
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see no reason to limit PFCs to certain aitports — that is to say, the 
high density airports. 

Our competition study and our national transportation policy 
review indicate the need to expand airport and airway capacity. 
For this reason, the Department included in its proposed reauthor- 
ization legislation for the FAA a provision that would allow air- 
ports to collect a PFC of up to $3 per enplaning passenger, which 
in the first year could be spent for purposes currently authorized 
under the airport improvement program. 

Our proposal would also allow the Secretary, after the first year, 
to permit higher PFCs and permit their use for non-AIP eligible 
airport improvements that help eliminate air transport system 
problems. I will not go into the many details of that proposal today. 
I would simply note that our proposal is more expansive than the 
PFC proposal in S.1741. We believe that that new revenue source is 
necessary if we are to significantly progress toward meeting the 
growing needs of the air transportation system. 

Section 7 would require the Department to revoke and reallocate 
all slots by periodic auction. While this may have the positive 
effect of generating more funds for airport development, it would 
not Etlter the fundamental problem at the four airports subject to 
the high-density rule — that is to say, a lack of capacity. 

Since the existing rule already provides a buy-sell mechanism, 
the Department is trying to determine whether this approach 
would change the way the potential users of the slots value them, 
or whether it would result in a more competitive outcome than cur- 
rently exists. It may simply result in lower profits for carriers, or 
h^her fares for consumers. 

The conclusions of our competition study, Mr. Chairman, rein- 
force the themes of the Administration's national transportation 
policy. Der^ulation works. Letting competition flourish in trans- 
portation markets brings benefits to the traveling public, to our 
Nation's domestic economy, and to our competitive position in the 
emerging global marketplace. 

Any effort to reregulate would do more harm than good. Instead, 
we believe the emphasis should be placed on expanding airport and 
airway capacity so opportunities for introducing new service by 
new and existing carriers are not foreclosed. In areas where the 
Department now exercises some direct control and oversight, such 
as in the allocation of slots and CRS rules, any action we take will 
seek to promote competition. 

Actions we take in developing international policy and other re- 
lated statutory responsibilities must take into consideration the 
impact on domestic competition. We would expect abuses of market 
power to be dealt with by enforcement of the Nation's antitrust 
laws, and will of course provide technical advice and data to sup- 
port the Department of Justice in that objective. 

Thank you very much, Mr. Chairman, for the opportunity to 
present our views, and of course I would be very happy to comment 
and answer any questions Subcommittee members may have. 

[The charts referred to follow:] 
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Senator Ford. Thank you, Mr. Shane. We have been joined by 
the distinguished ranking member of the full Committee and one 
of the sponsors of the legislation before the Committee today. Sena- 
tor Danforth, if you wish to make an opening statement before we 
get to questions, I would be delighted to entertain it. 

Senator Danforth. I have no opening statement, Mr. Chairman. 
Thank you very much for holding the hearing. 

Senator Ford. Thank you, Senator. I have three or four ques- 
tions, Mr. Shane, and then I will let my colleagues question you. 
Does it concern you that the three top carriers seem to be pulling 
ahead of the pack, if I may use that term? 

They accounted for about 90 percent of the profit last year. They 
carried 45 percent of the domestic market and have more than half 
of all the aircraft on order. Given the lack of new entry, does the 
Depeirtment believe that this situation should be addressed either 
with r^ulatory action or legislation? 

Mr. Shane. There is not any doubt but that the competition that 
we have seen over the past decade has produced the kind of success 
stories that you are describing. The study that we have done high- 
lights the importance of, again, competition in city-pair markets. 

The fact that you have a smaller number of carriers competing 
nationally, that is a smaller universe of airlines in this country, is 
not, in our judgment, the most important statistic. The most impor- 
tant statistic is the extent to which those carriers, however many 
there are, are competing in particular city-pair markets. 

The burden of the Department of Transportation's study is that 
there is in fact more competition in more of those city-pair markets 
today than ever before, so that the fact that you do have some le- 
viathans in the U.S. airline industry now, which are present in a 
great many city-pair markets, does not cause, by itself, concern, as 
long as their presence is accompanied by real competition. 

I do not mean to suggest by that emswer that we should simply 
relax and allow trends that may in fact be troublesome to proceed 
without keeping a very watchful eye on them. The prospect of rere- 
gulating the marketplace today, though, I think ought to be resist- 
ed. There is not any regulatory scheme that we have been able to 
think of, as I said in my opening statement, that would not do 
more harm than good. 

That is not, if I may say, Mr. Chairman, the product of mere 
mindless ideology. If I can be personal for a moment, I grew up in 
a r^;ulatory environment and cut my teeth in Washington a quar- 
ter-century ago as a rate r^^ulator at the old Federal Power Com- 



I have practiced r^ulatory law before the ICC and the CAB and 
the Federal Maritime Commission, and t speak with some convic- 
tion when I say that that regulatory process does not solve very 
many problems. 

We did an ingenious thing in 1978 and we need to have confi- 
dence in our wisdom at that time, provided that the benefits of reg- 
ulation continue to be present and provided that we, as I say, keep 
our eye on the picture. 

Senator Foao. With all of your experience, Mr. Shane, you ought 
to be able to jog some of the folks over at the Depsirtment of Trtuis- 
portation to move a little faster, since you have been on both sides 
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of the bar. It bothers me that they have not. Could you give me an 
eetimate of how many studies Secretary Skinner has had since he 
has been Secretary of Tnmsportation? 

Mr. Shane. Big formal ones, or little informal ones? 

Senator Ford. Well, just however many. He has always delayed 
everything on studies. He just studied everything to death. Give me 
a guesstimate on big ones and little ones. Never underestimate the 
insignificant. 

Mr. Shane. The fact is that the Secretary has distinguished him- 
self in my mind in being unprepared to move on any problem until 
he has the necessary data in front of him. The first big assignment, 
of course, for the Secretary was the establishment of a national 
tremsportation policy for this country, and that was one of the most 
important events in the history of the Department of Transporta- 
tion. He created an entirely new organization out of the existing 
bureaucracy to do that. 

I think second in his mind is the study of airline competition to 
which we have been referring this morning. I do not think there 
has been a more comprehensive study done of airline competition. I 
can say that for sure within the Department of Transportation, 
and I would even venture to say that it is the most comprehensive 
study done by anybody, EUid it is an important study, because it 
provides the predicates that we now need to formulate informed 
judgments about what steps can be taken from here on in. 

There have been a variety of other assignments, but I do not 
have that at my fingertips. But everything we do in the Depart- 
ment is meant to be based on some knowledge of the subject before 
we jump. 

^nator Ford. Well, it indicates that his highway policy was that 
here it is; and if you States want it, you pay for it. Hell, he could 
have done that when he came into office, and that does not impress 
this Senator a whole lot. 

You can organize and do all these good things and paint this pic- 
ture out there, but if the States are interested in having those 
things then they have to pay for it themselves. When you look at 
States and what they £u:e trying to do — the educational system and 
other needs — many States are increasing taxes and just creating 
political heat for all the officeholders, but they are willing to bite 
the bullet and go right on with it. 

It seems to me that the studies are revealing a great organiza- 
tion, but they are not finding ways to complete the structure. You 
gave me two studies, and I c£m give you a lot more in the reorgani- 
zation of the reorganization of the reorganization. It gets to be a 
little old, not only to us but to the employees in the DepEirtment. 

So I would hope we could steady ourselves here, and once we 
make the study try to accomplish something as a result of the 
study. People, as I said in my opening statement, expect us to do 
something after you study it. So nine, ten months, 11 months, a 
year or so, we ought to be moving in some direction, rather than 
saying everything is all right except a couple of soft spots. 

Mr. Shane. Mr. Chfiirman, we came out with a national trans- 
portetion study — national transportation policy in March, and 
within two or three weeks we had the first real product of that 
study appear, and that was the Administration's FAA reauthoriza- 
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tion package, which proposes a 72-percent increeise in Federttl fund- 
ing of aviation over the next five years. That did not sound like ab- 
dication of the Federal responsibility. 

Senator Ford. It abdicated the responsibility, because you said 
increase the tax from 8 to 10 percent, increase the fuel tax and 
allow airports to charge head taxes. You did not do anythii^ 
except say: if you want it you have to pay for it — $22 billion over 
five years. 

Sure, eind you got $7 bUlion in surplus in the Trust Fund. Now 
we will wind up with $15 billion in the Trust Fund to try to make 
the deficit look better. I do not understand how you can call that a 
policy, when you start taxing people when you have a surplus in 
the Airport Trust Fund. If that is the policy, everybody can ask for 
an increase in taxes. 

Mr. Shane. Well, the idea was that everybody would pony up 
more, including the Federal share. The Trust Fund would be spent 
down to a suirlus of about $3 billion at the end of the tive years, 
and that is a nve-year program. So that is as far as it goes, but it 
would certainly tap the Trust Fund to a greater extent thsin has 
been the case in the past. And with the PFCs we are talking about 
a prc^am that would put something like $18 billion into airport 
capacity development over five years, I must respectfully disagree 
that it is simply shoving the problem onto the States and local gov- 
ernments. It is offering to strei^then the partnership. 

Senator Ford. Well, it does not strengthen the partnership by in- 
creasing taxes when you have a surplus. If your economic people 
cannot guess any better than want a $3 billion surplus in case of 
wrong estimates, I believe I would get me some other people over 
there to make judgments for you. "llhree billion dollars is an awfiil 
lot of money and would help an awful lot of airports. 

Mr. Shane. Well, we have been arguing within the Administra- 
tion about that, as you know, and we thought that it was not a bad 
compromise to say we will spend down the Trust Fund to the tune 
of $3 billion by the end of the first five-year period. 

Senator Ford. You are spending down the Trust Fund surplus by 
$4 bilhon and you are going to use up everything that comes in, 
plus the new taxes; is that correct? 

Mr. Shane. That was the scheme, yes, sir. 

Senator Ford. That was the scheme? You are not sure that is 
going to happen? 

Mr. Shane. Well, that is what we propose to the Congress. 

Senator Ford. Well, I am not sure you are going to get the taxes, 
but we will see about that later. 

A study by the Economic Policy Institute claims that in 1989 con- 
sumers are estinaated to be paying "roughly 2.6 percent more than 
they would be paying under the pre-deregulation trend per mile" 
ana that in many markets coach fares have increased by more 
than 50 percent. How do you reconcile this with your study, which 
says that air travelers have benefited by more service at lower 
cost? 

Mr. Shane. I think the EPI study looks at only one factor in 
trying to project that so-called long-term trend, and that was fuel 
prices. They extract a long-term trend from what happened in the 
decade before der^ulation, if I am not mistaken. 
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In the decade before der^ulation, we did Bomething very impor- 
tant in the aviation industry. We invented the turbofan engine, 
which had the most dramatic decreasing efTect on Eiirline cost of 
any single event that has taken place since the advent of jet air 
transportation. 

There is no reason to think that there would have been another 
watershed technological improvement of that kind in the next 
decade. I do not know of any, so we cannot buy the assumption of a 
long-term downward trend just from the fact that we experienced 
some downward trends before deregulation. 

We think that there would not have been that same long-term 
downward trend. To the extent that there are some markets which 
have experienced increases in fares, we acknowledge that in our 
study, l^ere is no question but that the CAB, when it was regulat- 
ing fares, was cross-subsidizing, was holding fares down artificially 
below costs in a number of meirkets, short haul markets in particu- 
lar, and extracting higher than true cost-based fares in other mar- 
kete. 

That no longer takes place. It is a market-based system. Nobody 
is regulating those fares, and so there are some definitely increased 
fares in some meirkets. That is necessarily to be expected from a 
deregulated marketplace. 

Senator Fobd. Well, it is concerning a lot of us about the in- 
creased cost. And it is very hard for us to reconcile your statement 
and the actual fare that you purchase. And most of us purchase 
tickets every week. 

What do you think of the suggestion that the government should 
impose an industry mileage-based formula for assessing reasonable 
fares in a market, where a carrier has more than a certain percent- 
age of the traffic in the market? 

Mr. Shane. I think it would just begin to sap the kind of energy 
that we have seen come into the Eiirline industry since deregula- 
tion. We think that trying to get into the business of regulating 
fares again, the mistake that we made under regulation, is a step 
that ought to be avoided. 

Senator Ford. Well, let me ask you my final question, Mr. 
Shane, and this has bothered me for the last several days. And I 
hope you can give me an answer without trying to sidestep it. I 
find that, in addition to studying competition, the Department is 
making some odd decisions. 

On March 23rd, the Depstrtment granted Discovery Airways tem- 
porary authority to operate, despite the fact that it is almost com- 
pletely financed and owned by foreign entities, and despite the fact 
that DOT has questions about Discovery's compliance. 

Ctm you explain why any certificate to operate was greuited 
(mder those circumstances? 

Mr. Shane. Yes, sir. We have been talking this Eiftemoon about 
the importance of stimulating new entry in our market. The De- 
partment of Transportation has to take seriously emy genuine a[>- 
plication by a new airline to come into any market. 

We are not opposed, as a nation, to investment of foreign capital 
in the U.S. 

Senator Ford. Would you repeat that statement? 
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Mr. Shane. Investments of foreign capital into U.S. businesses is 
something that we as a nation welcome. 

When we talk about the airline business, we have a law that 
says foreign entities may not exert control over the management of 
U.S. carriers. You are talking to the same Depsirtment of Transpor- 
tation that was accused last summer of eilmost bringing down the 
stock market because of the way in which we compelled the dives- 
ture of some KLM stock from a transaction in Northwest Airlines. 

Senator Ford. And Secretary Skinner also said in testimony in 
Room 301 of this building that if he had the leveraged buyout legis- 
lation in place, the KLM-Northwest problem would not have hap- 
pened. And yet the Administration is opposed to the legislation. 

Now the Department can only jawbone or jerk the certificate 
away. And Secretary Skinner cannot even endorse legislation that 
would help him because the Administration is opposed to it. 

Now you may have thought you were tongue lashed then, but 
you are going to get it a little bit harder under the circumstances I 
see here. 

Mr. Shane. Mr. Chairman, what Secretary Skinner did in the 
case of Northwest Airlines was specifically require as a matter of 
law the divestiture of a certain amount of KLM stock because of 
his concern about control. That was not jawboning. That was a con- 
sent order issued by the Department of Transportation. 

Senator Ford, lliat was because of foreign ownership, a fore^ 
percentage? 

Mr. Shane. Fore^ control. 

Senator Ford. All right. What about 100 percent, then, of foreign 
ownership in Discovery Airlines? 

Mr. Shane. The question of how much foreign ownership there is 
in Discovery Airlines is precisely the question that the Department 
of Transportation has placed before an administrative law judge. 

Senator Ford. Well, why did not you hold the certificate up until 
you were sure that it was not more than 25 percent? 

Mr. Shane. We thought about doing that. And that was a hard 
call. 

Senator Fobd. Well, I thought that was your regulation. I 
thought that was what you were supposed to do. 

Mr. Shane. The airline management maintained that the money 
invested by one of the principals was money provided by a U.S. citi- 
zen for a U.S. airline. Now I know that that is a disputed allega- 
tion, and it is because it is a disputed allegation that we decided to 
set that particular allegation for hetiring. 

Senator Ford. Why did you not withhold the certificate then? 
You allowed im airline with a real big question as it related to for- 
eign ownership, you put it before a law judge. You want to get the 
question answered, but you went ahead and certificated it so that it 
could go into competition. 

Mr. Shane. Well, we are not against competition. 

Senator Ford. Now it seems to me you are giving preference to 
foreign investment, and you are not taking care of American in- 
vestment. 

Mr. Shane. Well, no American investment was jeopardized, as 
far as we could tell. 



Digitized by Google 



Senator Foed. Well, it is in competition with American money, 
and there are American owned airlines in the same area. Now if 
that is not jeopardizing American investments, I do not know what 
it is. 

Mr. Shane. Well, we are for competition, Mr. Chairman. We 
rather hoped there would be competition in that market. The issue 
is whether or not the airline that is competing with the airlines 
that are out there right now is a foreign-controlled airline. If it is,. 
then it will not be a foreign-controlled airline very long. And that 
is what the law provides. 

Senator Ford. But are you going to let him have a certiHcate, fly 
six weeks, and then shut him down? 

Mr. Shane. If necessary, that is what we will do. And the carrier 
understands that. 

Senator Ford. Why did you not go ahead and find out before- 
hand, before you allowed him to enter the market, and then shut 
him down after you have had an investigation made? 

Mr. Shane. That was an option. 

Senator Ford. You decided to not take that option, though? 

Mr. Shane. We decided to not take that option on the ground 
that we may have lost a potential new entrant if we had taken 
that option. 

Senator Ford. Well, it is obvious to this Senator you axe more 
interested in providing competitive opportunity for foreign inves- 
tors than in protecting U.S.-owned air carriers. And so I am very 
much concerned about that, and we will get into it a little bit 
deeper. And I pass the questioning on to my friend, John McCain. 

Senator McCain. Thank you, Mr. Chairman. 

Just as a follow up, Mr. Shane, you are an expert on internation- 
al aviation, among other things. Do you think that it would have 
been possible for Hawaufui Air to set up an airline route network 
in the Japanese Islands? 

Mr. Shane. Certainly not. 

Senator McCain. You do not think so. 

Mr. Shane, on page six of your statement, you state, "Our study 
shows that the presence of competition in city-pair meu-kets does 
affect price. Among 3,675 markets in 1988, 698 were dominated by 
a single carrier and fares in these single-carrier markets were 14 
percent higher than in competitive markets." 

Then you say you also studied pricing in concentrated hubs by 
analyzing fares of the eight most concentrated hubs. "Where one 
airline had more than 75 percent of passenger emplanements, we 
found that fares at these hubs were on an average 18.7 percent 
higher," That is your statement. 

Mr. Shane, there are now basically five miyor airlines remaining, 
if you believe the analysts, that Pan Am, TWA and Eastern are in 
serious trouble, five major airlines now control about 90 percent of 
the traffic. Do you agree with that? 

Mr. Shane. While they may be in trouble, they are controllii^ a 
lot of the traffic. I think it is still e^ht airlines controlling 90 per- 
cent (rf the traffic. 

Senator McCain. If those airlines no longer remain viable, which 
most analysts believe that they will not, then we are down to Ave 
airlines with 90 percent of the traffic. My point is therefore, then 
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you have more and more situationB such as you have just de- 
scribed: hub concentration and lack of competition in city-pair maiv 
kets. It is bound to happen if we have fewer and fewer airlines, ob- 
viously. 

Now in the GAO report, they state, "flights at airports where 
entry was limited by slot controls had, on average, about 7 percent 
higher air fares. The larger an airline's share of the computerized 
reservation system in a metropolitan area, the larger its market 
share in routes from airports in that area." 

In other words, GAO is concluding in their statement, as they 
will testily, that where there is a market concentration, and where 
there is hub concentration, there are higher fares. We are now 
seeing reduction in numbers of airlines. 

It seems inevitable, then, we are going to see monopolistic prac- 
tices return. And apparently, according to your statement, you 
have very little solutions to offer except expansion. 

The GAO's response to expansion is that they have two prob- 
lems. First, that other factors were significantly related to fares as 
well, such as share of gates leased. Second, airport expansion takes 
time. 

My point is, Mr. Shane, things are happenli^ oat there that air- 
port expansion will not take care of. And we are now entering a de 
facto rer^ulated environment if indeed GAO and your conclusions 
are correct, that where there is airline concentration there is in- 
creases in fares. 

And I am not clear as to how you expect to solve this problem 
except, as you say, through airport expansion. And I happen to 
agree with the GAO, that simply airport expansion, given the time 
that it takes and other factors involved, will not solve the problem. 

Do you have a response to that? 

Mr. Shank. There is no question that airport expansion takes a 
long time, and therefore it cannot be considered a satisfactory 
emswer. I guess what we have to remember is that at the present 
time, the percentage of domestic revenue passenger miles found in 
those 698 city-pair markets which are dominated by a single carri- 
er is about 10 percent. 

The city-pair markets that are associated with the eight most 
concentrated hubs, the ones which have the highest percent incre- 
ment over average fares, represent something hke 4 percent of the 
domestic revenue passenger miles. 

It is not the main story in the airline competition picture today. 
It is significant. It is important. But it is, if you will, aberrationfil 
in terms of the broad result that we found in our study of the air- 
line competition picture across this country. 

Senator McCain. And yours is a snapshot, and frankly, Mr. 
Shane, I am concerned about trends. Take code-sharing, for in- 
stance. You say that code-sharing is a fine thing Etnd it has helped. 
But GAO concludes carriers with a code-sharing agreement at one 
of the major airports on a route charged fares almost 8 percent 
higher than carriers did on routes which did not have code-sharing 
agreements. 

On CRSs, you report that the airline ownership of CRSs conveys 
a number of benefits on vendor airlines. You conclude that there is 
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between $2 billion and $3 billion transferred to those airlines that 
control the CRSs. 

But, very frankly, the trends are increasingly towards fewer and 
fewer airlines, greater and greater hub concentration, and fewer 
and fewer slots available. We know that in the slot area, that you 
are not going to expand Nationsd Airport. We are simply not going 
to do it. So we are going to have slots for a loi^ time here. 

Some action has to be taken besides relying on the marketplace 
in my view. 

Let me just add. Your report cites two promising developments 
in the CRS field. First, is the diversification of ownership in CRSs. 
And you state, to the extent that these systems are owned by more 
than one Eiirline or operated as separate profit centers, managers* 
incentives and abilities to use these systems to thwart airline com- 
petition are reduced. 

I assume this comment is based on some evidence of this prfic- 
tice. Would it not be better to have these systems as totally sepa- 
rate profit centers, so there would be no ability to thwart competi- 
tion? 

Mr. Shane. Well, I guess what I was saying was that that seems 
to be happening, more or less, that when an airline sells portions of 
its system to its competitors, it loses the kinds of control that we 
were all concerned about when you had single airlines dominating 
single systems. That seems to be a trend for the future. And it is 
happening abroad as well as in the United States. 

And we are even seeing some non-airline vendors expressii^ real 
interest in getting into this computer reservation system business, 
and for reasons that do not have an3'thing to do with airlines. It is 
an enormously interesting technology to a whole host of businesses. 

Senator McCain. It is so interesting that one of the airline ex- 
ecutives was quoted as saying if he had to sell his airline or his 
CRS, he would dump the airline. 

Let me talk about the buy-sell rule with you for a minute if I 
could. You are saying that the buy-sell rule is working. My infor- 
mation is that the uneven transfer list reveals that over the last 
few yefu^, with the exception of large deals surrounding Eastern's 
demise, there has been no market as far as the buy-sell rule is con- 
cerned. 

Is this correct? 

Mr. Shane. Well, I do not think I meant to say that the buy-sell 
rule was the end of the story, as far as the Department of Tteuis- 
portation is concerned. As Senator Kasten has pointed out, there is 
a rulemaking in process at the Department, and we anticipate a 
review of buy-sell in the context of that rulemaking, when it is fi- 
nally completed. 

Senator McCain. I am sure I have taken too much time, Mr. 
Chairman. 

Senator Ford. Go ahead. 

Senator McCain. Let me just say agfiin, Mr. Shfuie, we have, I 
think, an evolvii^ trend wtuch is clear to all observers of the air- 
line industry. I do not claim to know all the answers. As I said in 
my opening statement, the legislation that Senator Danforth and I 
and others proposed, is not embedded in concrete. But some action 
has to be taken to stop this trend. 
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And to take a snapshot as you did in your study, and say, "well, 
everything is going to be fine," and "we oppose all options," frank- 
ly, is something that I think is a very serious mistake. And I am 
not for reregulation, but there is no doubt in my mind we are going 
to get the worst of all worlds, and that is de facto reregulation, 
with a smaller and smaller number of airlines who dominate hubs, 
which dominate m^or airports, and therefore, raise rates at their 
whim. 

And to just simply say the marketplace will prevail when there 
are clear, severe limitations in concrete, in places to land, and in 
ability of new airlines to enter the market. And I think your study 
is not an accurate depiction of the situation. And so I hope you will 
review the GAO findings, at least, if not the opinions of the mem- 
bers of this committee, and take them into consideration in your 
decision-making process. 

I thank you, Mr. Chairman. 

I thank the witness. 

Senator Ford. Senator Kasten. 

Senator Kasten. Mr. Chairman, thank you. 

Mr. Shane, why did you not decide in your airport trust fund to 
spend more of the $7 billion or $8 billion in the first few years? Or 
maybe I can ask the question another way. What was the transpor- 
tation-related reason, not budget-related reasons, the transporta- 
tion-related reason to end up by spending it down to $3 billion in 
five years? Why would not you spend it down to $1 billion in five 
years, or $4 billion in five years? 

What was the transportation-related reason for the airport trust 
fund decision? 

Mr, Shane. The National Transportation Policy h^hlighted the 
importance of maintaining and expanding America's treuisporta- 
tion infrastructure. And it also highlighted the importance of en- 
suring that we have in place viable, continuing, reliable mecha- 
nisms for ensuring that the money that we need to support that 
infrastructure is there, 

If we would have simply grabbed the trust fund, spent it all out 
all at once, it would not be, therefore, incumbent upon us to try to 
figure out how we maintain a responsible system in place, so that 
we have revenue stream coming in over the long term to finance 
this infrtistructure over the long term. 

Senator Kasten. Well, what is the income from the existing 
taxes that are now going in? What is the annual income now 
coming into the system through the present system of taxes, which 
are on airline tickets and other sources? 

Mr. Shane. 1 am sorry. Senator, I do not have that. 

Senator Kasten. How much per year are we paying in? What is 
the revenue in? 

Mr. Shane. I do not happen to have that number at my finger- 
tips. We can either supply it for the record or perhaps Mr. Murphy 
knows. 1 am sorry, sir. 

[The following information was subsequently received for the 
record:] 

Each year the amount ia different It depende on aeveral things. How many 
naflwngera fly, ticket tax. fuel tax. etc. $3.7 billion, 1989 Aviation Trust Fund. $3.9 
billion, 1990 Aviation Trust Fund. 
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Senator Kastbn. I think that with dollars comity in, you can 
maintain the integrity, if you will, of the trust fund system. And it 
would seem to me, what is going to happen up here is people are 
going to say to you, it does not make much sense to us to increase 
taxes on airlines or the air transportation system if we are not 
going to first spend the money that we have ^ready been taxed to 
collect. 

You have got a stream of income coming in, and I think the posi- 
tion that we are going to take, or at least this Senator is going to 
take, is spend the money that you have already taxed people on, 
who thought that those dollars were being used for airports £md 
FAA and what have you. And first spend the money on the taxes 
you have already levied, and only then increase the taxes if the tax 
rate is not sufficient to maintain the trust fund system. 

Now let me go back. Why is it that the Etepartment of Transpor- 
tation has not responded to the law requiring the Secretary of 
Transportation to come up with a rule-mfiking within 90 days and 
final rule within nine months? The law was passed in September of 
1988. 

Mr. Shane. We came out with a notice of proposed rulemaking, a 
few months after the law was enacted, in December of 1988. In 
August of 1989, we went final with one portion of the slot rulemak- 
ing, and that was portion that said that commuter air carriers 
would be allowed to operate the slots that had been operated by 
larger aircraft. 

Senator Kasten. But the heart of the matter — you are nibbling 
at one edge of this question. 

Mr. Shane. Well, I am just trying to answer your question. 

Senator Kastbn. The heart of the matter is what is happening in 
terms of the overall slot allocation or reallocation e^orts that 
should be underway at the Department of Transportation? 

Mr. Shane. Well, that is still pending. In March of this year, we 
addressed specifically the need to transfer international slots from 
one carrier to another. We had had a rule in place that said that 
whenever a domestic eiir carrier needed a slot for a new interna- 
tional flight, it could take it from other domestic ceuriers at that 
same airport. 

We are saying now that the large carriers that need those slots 
can take them from their own pool. That was a way of inserting a 
little justice into the system, if you will. 

But you are absolutely right. There is not a final slot rule on the 
books today. And that is not for lack of a lot of meetings Euid a lot 
of discussions within the Department on that subject. It has been a 
very complicated process. There has not been any subject that has 
been more important to Secretary Skinner. It is just that we have 
not been able to thread our way throi^h the thicket of these very 
complicated issues. 

And that is the only answer I can offer you. 

Senator Kasten. I want to read a part of the statement from the 
Airport Operators' Council International and the AmericEm Asso- 
ciation of Airport Executives. And they say, "one barrier-to-entry 
which bears scrutiny is the slot system at the nation's four High- 
Density airports, which, since 1969, has restricted the number of 
landii^ and take-offs. DOTs 'buy-sell' rule compounded capacity 



Digitized by Google 



237 

problems at the four high-density airports by giving away valuable 
slots to incumbent carriers. Buy-sell has created another set of ob- 
stacles to entrants and growing incumbents seeking access to these 
airports, and affects not only those four airports. . . ." 

And then they go on, "new entrants, at times" — and this is what 
we are talking about with a number of airlines, some of whom are 
going to come before this committee — "new entrants, at times, 
have paid millions of dollars to incumbents for slots which those 
incumbents paid nothing. This obviously places the new entrants at 
a severe competitive disadvantage. In other ceises, new entrants 
were unable to purchase a slot at any price — they are simply 'not 
for sale'." 

And these groups believe that the buy-sell rule said the high-den- 
sity rule itself should be revisited in order to develop a more equi- 
table market-based method of allocating slots. 

Now that is what we are trying to get at. It seems to me there 
are two ways that we are going to do this. And I think we are 
going to be forced to legislate it. The first way is to increase the 
percentage utilization. You have now got it at 65 percent. You have 
had a proposal, or at least we have discussed proposals that would 
raised the use or lose percentage for slot utilization from the 65 
percent up to 85 percent. 

That whole concept is based on the fact— I think it is just a 
crime that we have got people who Eire, in effect, baby-flitting these 
slots, when we have got other people who could use them complete- 
ly. In other words, they are being held unavailable to keep them 
unattainable. 

There is also evidence that certain people, I think your time 
h-ame, correct me if I am wrong, but I think it is three months that 
you calculate your percentage on. Is it four or three? 

Mr. Shane. I think it is three. 

Senator Kasten. Whatever that number of months is, when a 
person sees a certain slot starting to fall below that threshold they 
will reroute that slot in order for a high-trafEic plane to come in 
there for the last three weeks, or something like that, in order to 
Diake your 65 percent. Now, either we stop the — for lack of a better 
word — ability to baby-sit slots, or we increase the threshold per- 
centage from 65 to 85, or we do both. Can we do both? 

Mr. Shane. I do not know the answer to that. You have put your 
tinger on some very important questions. The Secretary has been 
very concerned about our inability to get a better handle on the 
actual utilization of slots in real time so that those judgments can 
be formed. That has been one of the obstacles. 

Senator Kasten. The other way to legislate this is to look at con- 
centration at an airport, and we are trying to determine this also, 
and simply look at someone, if it is one of the 70 percent airports 
that Senator McCeiin was talking about — we have 55 percent or so 
with two airlines out at National Airport now — and simply say, 
whoever it is that contributes to the high concentration simply has 
to give up 10 percent, and we just let them figure out which ones 
they give up and we legislate that they give up those slots at these 
hi^ density airports, l^ey did not pay anyth^ig for them to begin 
with, so it should be no problem for us to l^islate that they are 
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used by new entrants or limited incumbents. Would you support 
that legislation? 

Mr. Shane. I just cannot offer you a comment as to whether we 
would or would not support it. Senator, but I do not disagree that 
you are talking about logical options that cem be addressed. 

Senator Kasten. What would you support? I just threw out a 
couple of ideas that some of us have been working on. What would 
you support? 

Mr. Shane. The reason that I am doing this dance. Senator, is 
that we are in the middle of a formal rulemaking, and it is really 
not ethical for me to 

Senator Kasten. But you have been dancing since 1988, Septem- 
ber 1988. That is a long dance 

Senator Ford. And your partner is getting tired. 

Senator Kasten. Your partner is getting frustrated. 

Mr. Shane. I danced right into that one. 

Senator Kasten. Mr. Chairman, we are going to have to do some- 
thing. I believe, on our own, and it is going to be part of the options 
that I just outHned, and the Administration is going to say they do 
not want us to legislate what they should be regulating, and in the 
process we might make some mistakes, and maybe they could do 
better. 

But I think we are going to open up these slots to the limited 
incumbents, the new entrants, because the essence of competition 
is the ability to enter into competition, even at the tremendous dis- 
advantages that a small airline has coming into a large market. 

I mean, you talk about the disadvantage of having only four or 
six flights out of a given city, and think about trying to advertise 
that flight and ah the other kinds of disadvantages. Even with 
those disadvantages, these people ought to have the opportunity to 
compete, if you are talking about a so-called der^ulated environ- 
ment. This is not a der^ulated environment if there are limits to 
entrants. 

Thank you, Mr. Chairman. 

Senator Ford. Senator Danforth? 

Senator Danforth. Mr. Shane, you do not contend that S. 1741 is 
an eflbrt to reregulate airlines, do you? 

Mr. Shane. No, sir. 

Senator Danforth. Then why did you say in your testimony, 
"any effort to reregulate would do more harm than good?" 

Mr. Shane. Because we have seen a number of other proposals. 
Senator, which are to rer^ulate the airline industry. 

Senator Danforth. You are not here to testify about any other 
proposal. You are here to testify about S. 1741, and my concern is 
that you attempted to set up a straw man by, in effect, characteriz- 
ing this as reregulation. 

Mr. Shane. Well, I apologize if that was the implication. I have 
had some questions this afternoon about the Economic Policy Insti- 
tute study, and it was really that study and the rer^ulatory pro- 
posals in that study that I had in mind. I am sorry if there weis a 
misunderstanding. 

Senator Danforth. Do you think that deregulation works at 
Lambert? 
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Mr. Shane. The reason I am hesitatii^ is that I just do not have 
before me a very clear picture of the situation at Lambert. I cer- 
tainly understand that Lambert is dominated by a single airline. I 
juBt do not have the actual fare experience and frequency experi- 
ence right in front of me. 

Senator Danporth. Okay. Well, could you furnish the Committee 
with the Department's position on whether deregulation works at 
Lsimbert? 

Mr. Shane. We would be happy to. It is r^ht in our study. 

[The following information was subsequently received for the 
record:] 

Am a broad gBiiBrallzBtlon ouc atudy shous that air service today 
ia auperior to service provided befoca dersgulation, and that 
the proliferation of hub and spoke systems has intensified the 
benefits of coapetitton for the vast najority of travelers. We 
believe that these general findings apply to Lambert Field at 
St. Louis. Specifically, at St. Louisi 

— A comperiaon of current schedules with chose in effect 
at the time of airline deregulation shows that the 
nuodser of nonstop markets are up 3fi percent (from 73 
to 99 points) and the number of nonstop frequencies to 
St. Louis are up £7 percent (froB 330 a day to 551 a 
day). 

— Currently, 81 of the 99 comninltles that receive nonstop 
service to St. Louis (Si percent) receive three or more 
round trip flights per day. In 1979, only about one-half 
as many conmunities (4E] had three or more round trips 
per day. [Three round trips a day la generally considered 
a miniital service pattern for providing convenient 

— Comparing current nonstop service ulth that of 1979 shows 
that 5 communities lost service while 31 gained service to 
St. Louis. In addition, comparing communities that were 
served both in 1979 and currently, three times as many 
now have an Increase in the number of nonstop flights as 
show decreases. 

Much of the concern about service and fares at St. Louis is the 
result of THA'B acquisition of Ozark. Comparing service before 
and after the merger auggeats that St. Louis has benefitted. 
Although service changes vary from market to market, in general, 
TWA provides fewer frequencies in markets where t>oth THA and Ozark 
provided nonstop service in 19B6, but TWA has Increased service In 
other markets. This reflects a management decision to reduce 
redundant service in markets where TWA once competed with dark 
and to shift those resources to other markets. Also, while the 
total asKiiint of service provided by other carriers has remained 
relatively stable, there have been competitive responses by other 
carriers in individual markets. This shows that other carriers 
are still willing and able to enter St. Louis markets daspite 
THA'B dominant position. Every major carrier providas multiple 
daily operations to St. Louis to their respective hubbing centers, 
thus providing St. Louis passengers with alternatives to THA's 
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Service betve«ii St. Louis and sm 
BUbsequent to IWA'a acquisition of Oiark. Tha nunber of non-hub 
and snail hub alrportB zraceivlng servica to St. Louis has 
incraased and SO percent of theaa aarkets that racolva nonopoly 
■•rvlca to St. Louis also racaiva coopetltlve earvica to othar 
carriers' connecting hubs. 

Traffic response Is perhaps the beat gl^e of THA's service. 
Between 1984 and 1!)88 the number o£ passengers traveling Co and 
from St. Louis Increased by about 30 percent. This high traffic 
growth clearly suggests that St. Louis travelers are receiving 
excellent service. 

The fare experience at St. Louis has also been generally 
favorable. Between 19S4 and 1988 average fares declined in three 
of the top five St. Louis markets and, overall, local St. Louis 
fares (unadjusted for Inflation) were up by }uet 1.3 percent for 
the entire four-year period. This is consistent with tha 
experience of other large hubs which as a group showed a 1.4 
percent Increase during this same period. Hhlle on average, 1988 
fares at St. Louis were about IB percent higher than fares in 
other Bkarkets of similar slie and density, this represents little 
change from 1984 trtien the average fare prenlun was 16 percent. 
The fact that the preadum Is virtually the sans as it was before 
St. Louis became nore concentrated, suggests that concentration 
stemming from the TWA acquisition of Ozark, la not the cause of 
higher average fares at St. Louis. In any event, the trenendous 
traffic growth at St. Louis during the past four years is evidence 
that the combination of fares and greatly improved service brought 
about by deregulation has been a very positive development for 
St. Louis travelers. 

Our study did find that gate availability at St. Louis is a 
problem. A 1989 survey by the Airport Operations Council 
International (AOCl) was used as our data source. The survey 
response by Lambert Field officials indicated that no gate could 
be quickly made available to a new carrier for peak hour service, 
and, in fact, none could even be provided in 6 months. In other 
words, the 76 gates at Lambert are fully utilized at the times 
passengers prefer to travel. He believe addreHsing this typo 
of bottleneck Is the best approach to improving competitive 
conditions in the Industry. That is why the Secretary has 
requested that more funds be made available for airport expansion 
projects through the local use of passenger facility charges 

currently developing a master plan to bring the total number of 
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Senator Danforth. Is it the view of the Department that slots 
are a private asset or a public asset? 

Mr. Shane. The slots in the first instance to be sure are a public 
asset. What we have had in place for a while is a rule that allows 
transactions to take place in that public asset which, therefore, 
allows them to take on some of the qualities of a private asset. We 
do not acknowledge that they are so purely a private asset that 
some of the suggestions that, for example, Senator Hasten heis 
made today, are beyond reach. It is a bit of a hybrid at the 
moment. 

Senator Danforth. How about international routes? Are they 
hybrids, or are they public assets or private assets? 

Mr. Shank. They are hybrids very much in the same way. Sena- 
tor. They come free of charge to the first incumbent. That is, the 
U.S. Government gives an airline a piece of paper after establish- 
ing a bilateral agreement with a foreign government, and that 
piece of paper is a license to fly an international route. 

What happens with that piece of paper is typically that the air- 
line invests a lot of money establishing a presence, establishing 
goodwill, establishing a market, if you will, such that some real 
asset value obtains. And the CAB, before the Department of Trans- 
portation, and now the Department of Transportation have ap- 
proved transactions in which those so-called franchises, as long as 
it was consistent with the public interest, were transferred for con- 
sideration from one airline to another. 

Senator Danforth. Do you think that it is right that airlines 
should be able to borrow against slots and borrow against interna- 
tional routes, use them as collateral? 

Mr. Shane. I do not think it is right, no, sir. 

Senator Danforth. Do you think it is right that they should be 
able to sell slots for cash, or sell slots, or sell international routes 
for cash? 

Mr. Shane. The rule currently allows that to happen. 

Senator Danforth. Do you think that is right? 

Mr. Shane. I think the rule is right right now, but whether or 
not— 

Senator Danforth. How can that be? How can the Government 
confer a free benefit based on the public interest and then have 
this turned into just a commercial item that is bought and sold? 

Mr. Shane. Well, the issue is, is there a better mechanism for a 
proper allocation? 

Senator Danforth. The issue is not is there a better mechanism. 
The issue is, how can it be that something that is a public right 
that is conferred by the Federal Government with no consideration 
flowing to the Government can turn into an asset which is bought, 
sold, borrowed against, and listed as an asset on a balance sheet? 

Mr. Shane. We are talking right now within the Department of 
Transportation — in fact, the airport operator community generally 
is talking about the possible privatization of a lot of airports, air- 
ports that were created as public entities, in many cases were cre- 
ated by government entities with no cost to any private party. 

All of a sudden it may very well be that a private party comes in 
and begins to obtain real profits from what had been a public asset. 
There bcis to be — at some point, if you are shifting to a market- 
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based approach to some of these heretofore public sector activities, 
there has to be a transitional process. 

At some point, somebody gets something that used to be a public 
asset euid it is always possible to have a debate about whether or 
not there was full or just consideration for that. But the fact is, it 
is sometimes necessary to simply bite the bullet and say we are 
moving to a market-based approach to the allocation of these 
assets, and we realize that there may be something like some 
unjust enrichment here by the usual meaning of that term. If the 
result is that you have a more efficient allocation of scarce re- 
source, then maybe that is a bullet worth biting. 

Senator Danfoeth. Well, it just would seem to me to be absolute- 
ly clear that slots are a public asset, that international routes are a 
public asset, that they are distributed in such a way as to be bene- 
flcial to the traveling public, and that they are not distributed for 
any other reason. 

Then to somehow have the whole concept, the decision that they 
Eu*e no longer just public interest, that are distributed for the 
public good, but that they can be bought, sold, borrowed against 
and listed on balance sheets, that is just absolutely wrong, as a 
matter of concept and policy. I am amazed that the Administration 
does not take that ;>osition. 

Mr. Shanb. There have been discussions. I am not aaggestmg 
that this is an Administration proposal, but there have been discus- 
sions about whether or not one could start a system in which for- 
eign routes for U.S. carriers were sold by the U.S. Government, 
recognizing that it is a Government asset in the first instance — just 
auctioning them off the way you would auction off surplus Govern- 
ment property. 

Then I presume that there would not be any philosophical prob- 
lem with them being transferred for consideration in the secondary 
market. Well, we have not adopted the auction mechanism for dis- 
tributing international routes, but we have said that if it looks as 
though the public interest might be served by a private transaction 
which, number one, puts a stronger competitor on an international 
route and, number two, brings a cash infusion to a carrier that 
needs it, thereby preserving a competitor in the market then 
maybe the U.S. Government should not get In the way of that. I 
think that is consistent with good sense. 

Senator Danporth. Well, I am doubtful. Let me ask you about 
code-sharing. Is not code-sharing a deceptive business practice? 

Mr. Shane. It could be. 

Senator Danforth. Is it not necessarily and always a deceptive 
business practice? 

Mr. Shane. It will only be deceptive if people are deceived. And 
if the rules require full disclosure of the fact that you are moving 
fi'om one carrier to emother, albeit under the same code, then it is 
not deceptive. 

Senator Danforth. Do you think the travel agents are informed? 

Mr. Shane. Travel agents are certainly informed. 

Senator Danforth. Really? 

Mr. Shane. They must be informed, or somebody is violating a 
Department of Transportation rule. 
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Senator Danforth. How are they informed when they are using 
a computer, and I call up a travel agent and say that I want to fly 
from Washington to Columbia, Missouri? Is the travel Eigent in- 
formed that this is not in fact going to be TWA all the way? 

Mr. Shane. Yes, indeed. If the travel agent is using a computer 
reservation system then the CRS display will have an asterisk or 
some other signal next to the code-shared flight which is meant to 
tip them ofl' that this is not TWA, this is a code-sharing partner, 
Euid they are required to tell you that as well. 

Senator Danforth. The public knows that? 

Mr. Shane. The travel agent is required to disclose that to the 
traveling public, yes, sir. 

Senator Danforth. Okay. What good does it do to have code- 
sharing? 

Mr. Shane. What we have found is that it has enabled a lot of 
smaller communities to get far more convenient service than ap- 
peared to be the case before the code-sharing device was est^ 
lished. We have seen it both domestically and intemationcdly. 
Internationally, we have had a lot of foreign carriers come in and 
ask for the ability to code-share with a domestic carrier, thereby 
giving them much better access under their own name to internal 
communities within the United States. 

What that means is that those communities get one-stop, direct, 
widely advertised service to a foreign capital, and that is bread and 
butter to that community. Domestically, the same phenomenon 
takes place. 

Senator Danforth. I do not understand the phenomenon. What 
happens with code-sharing? What good does it do? 

flu-. Shane. The foreign carrier is lookit^ for a way of establish- 
ing a presence at a small community which it cannot serve with its 
own aircraft because the economics simply do not justify sending 
their Boeii^ 747. 

Senator Danforth. How does code-sharing help them? 

Mr. Shane. What they can do by code-sharing is once they have 
the authority from the United States Government, advertise serv- 
ice to that smaller community under its own name, and what they 
do is 

Senator Danforth. Is that not deceptive? 

Mr. Shane. Again, the consumer must be informed of the nature 
of the service according to Depeu-tment of Transportation rules. 

Senator Danforth. Are they told that this is, say, TWA flying to 
Columbia, or are they told something else? 

Mr. Shane. When they purchase the tickets, they must be told 
something else. If they are not told something else, somebody is 
violating the rule. 

Senator Danforth. Then why have code^haring? What good 
does it do them? Either code-sharing does something, or it does not. 
Now, you are telling me that there is no — your explanation of why 
it is not deceptive is that nobody is deceived ana that everybody 
knows that TW does not mean TW. In that case, why not just abol- 
ish it as being totally useless and not doing any good at all? 

Mr. Shank. Typically, the code-sharing relationships that we 
have seen involve not just the use (^somebody else's code, they in- 
volve a coordination of scheduleB, usually a coordination of gates, a 
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coordination of servicee such that the traveling public is being 
given, in fact, objectively speaking, a more convenient service i^ 
virtue of 

Senator Damforth. Those are called inter-line ^reements, are 
they not? 

Mr. Shane. Inter-tine agreements do not have all of the elements 
biiilt into a typical code^aring agreement. A code«haring agree- 
ment represents a joint venture partnership that is meant to be of 
a higher quality in terms of the service provided to the public. 

Senator Danforth. Can that not be provided for by interTline 
figreements without code-sharing? 

Mr. Shane. I suppose it could be, but the incentive to do that is 
much less because tiie airline is not able to serve that final destina- 
tion under its own code. 

Senator Danforth. You euid I Eire talking. I do not understand 
your position. You are taking two positions at the same time. You 
are saying first of all, it is not deceptive because everybody knows 
it is not the same airline. Secondly, you are saying that the whole 
incentive to the airline is that everybody thinks that they are 
flying on the same airline. Now, which way do you wsuit it? 

Mr. Shane. Marketing is a subtle business, and the idea is to get 
the passenger to call up the airline that is offering the direct serv- 
ice. If the passenger, after being informed of the nature of the serv- 
ice, chooses to go somewhere eUe, that is the passenger's right, but 
the point is that we are offering communities in the United States 
much better service both to major hubs and to m^or foreign desti- 
nations by virtue of code-sharing than they could have gotten oth- 
erwise. 

Senator Danforth. No, we are not. You explain to me how we 
are. 

Mr. Shane. When United flies from Seattle to Chicago it picks 
up a passenger that is left in Chicago by British Airwajw. It picks 
up that passenger. The passenger has a ticket that says he is flying 
to Seattle under a British Airways code. I think they also have a 
code-share to Denver now, as well. 

British Airways is able to establish a flight into Seattle which Se- 
attle is delighted to have, and the only (fifference is that the pas- 
senger is actuEilly hooking up on United. The passenger is carrying 
that British Airways ticket on United Airlines from Chicago to Se- 
attle, and the net result is that Seattle has 

Senator Danforth. What does that have to do with code-shar- 
ing? 

Mr. Shane. It is a code-shared flight, sir. The passenger is flying 
what is cetlled a code-shared service from London to Seattle. 

Senator Danforth. The passenger is flying two different airlines, 
right? 

Mr. Shane. Correct. 

Senator Danforth. What does it say on the computer screen? 

Mr. Shane. It says it is flying on a British Airways code with a 
connection to United Airlines at Chicago. 

Senator Danforth. Does it say that on the screen? 

Mr. Shane. In code, yes, sir. 

Senator Danforth. Code-sharing metms that it says that it is 
flying British Airlines all the way, does it not? 
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Mr. Shane. The ticket will say "British Airways." When the pur- 
chase is made, when the passenger deeds with the travel agent, the 
travel agent is specifically required to say to the customer, you will 
be picking up United Airlines at Chicago. United Airlines is operat- 
ing the remainder of the British Airways flight. 

Senator Danforth. So you are saying there is no deception? 

Mr. Shane. If people are playing by the rules, there is no decep- 
tion. 

Senator Danforth. Do you think that deception is built into the 
system if they both say TWA— TW? You go to the ticket agent, you 
say, "I want to fly from here to Columbia," and the code says "TW 
and it flies." It is supposed to fly all the way to Columbia and in 
fact it Hies to St. Louis and then you have to get on Resort Air at 
St. Louis, a little plane with one seat on each side of the aisle. You 
do not think that is deceptive? 

Mr. Shane. Again, if the travel agent is playing according to the 
rules, the passenger is meant to be informed of precisely what is 
going on. 

Senator Danforth. Well, it seems to me that one of two things is 
hapi>ening. Either code-sharing is of absolutely no consequence, be- 
cause everybody is informed and therefore we may as well do away 
with it, or in the alternative code-sharing does create a competitive 
advantage for somebody and therefore it is deceptive. Which way 
do you think it is? 

Mr. Shank. Well, I think it is a third way, with ati respect. If in 
fact they are providing a better service by virtue of coordinated 
schedules and coordinated biiggage hemdling and coordinated gates, 
then it is not just another inter-Tine service. They are describing a 
superior inter-line service through a code-share in a way that sig- 
nals to the passenger that there is something going on here that is 
not going on in the garden-variety inter-line connection. 

What I am concerned about is that if we outlaw code-sharing bI- 
together, the airlines will figure out a better way to do it, which ia 
to simply buy those code^sharing partners, and we have seen 
enough of that go on already. That would not be good for competi- 
tion. 

Senator Danforth. Do you think code-sharing creates a competi- 
tive advantage for the major airline that uses the commuter air- 
line? Is it a competitive advemtage for, say, TWA to have code-shar- 
ing with Resort? 

Mr. Shai4e. It is designed to create a more attractive service. 
Whether it is a competitive advante^e that requires Government 
intervention is not clear to me, but it is 

Senator Danforth. Do you think that it creates a competitive 
advantage? You are against Government intervention, you are 
against Uie whole bill. But do you think it creates a competitive ad- 
vantage? 

Mr. Shane. I am not against the whole bill, number one. 

Senator Danforth. What are you for? 

Mr. Shane. PFCb, except we would like bigger PFCs. 

Senator Danforth. You would like your own PFCs. Okay. I 
repeat, you are against the bill — ftgainst the whole bill. 

Do yoo think that this creates a ccHupetitive advantage for TWA? 

Mr. Shane. Ym. 
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Senator Danfokth. Does it create a competitive advantage for 
Resort Air? 

Mr. Shane. As the codfreharing partner? 

Senator Danforth. Yes. 

Mr. Shane. To be sure. 

Senator Danfobth. Therefore, a disadvantage against competi- 
tors with TWA? 

Mr. Shane. Well, they have the option, I suppose, of finding their 
own code-sharing partners and offering a competitive service. 

Senator Danforth. Obviously, if it creates a competitive advan- 
tage for TWA it creates a disadvantage for somebody else, right? 

Mr. Shane. The market is based on people trying to obtain com- 
petitive advemtages. 

Senator Danforth. Does it create a competitive disadvantage for 
competitors of TWA? 

Mr. Shane. If they have not had the wherewithal to establidi 
code-sharing arrangements with other code-sharing petrtners, it 
would be putting them at a competitive disadveuitage, to be sure. 

Senator Danforth. The same is true for competitors of Reeort 
Air? 

Mr. Shane. I am sure that is the case. 

Senator Danforth, Thank you, Mr. Chairman. 

Senator Ford. Thank you, Senator Danforth. 

Let me ask you one final question. In putting your study t<^eth- 
er, what facets of the industry did you discuss this with in order to 
complete your study. 

Mr. Shane. To what extent do we go out to the industry itself? Is 
that your question, Mr. Chairman? 

Senator Ford. When you say the industry itself, are you juat 
talking about airlines? 

Mr. Shane. Yes. I am trying to understand the question. 

Senator Ford. You talked about the study in your statement. A 
lot of work and thought went into it, obviously, and the sponsors 
are to be commended for focusing national attention on this critical 
issue. 

You know, Secretary Skinner had similar concerns last year and 
asked his staff to undertake a comprehensive assessment of the 
state of competition in the domestic airline industry. 

Did you just go to airlines? 

Mr. Shane. No, sir, we did not go to airlines. On the con- 
trary 

Senator Ford. You went to no airlines? You did not talk to the 
edrlines? 

Mr. Shane. We did not talk to the airlines. 

Senator Ford. Who did you talk to? 

Mr. Shane. The study was performed by Department of Trans- 
portation staff working in concert with a collection of other agen- 
cies of government. 

Senator Ford. You did not go out and talk to airport operators, 
the executives, airlines? You Sd not bring FAA in or anything like 
that? 

Mr. Shane. We took advantage of a survey that the AOd had 
done of the availability of gates as one aspect of the study where 
we looked at the airport impediments to competition. 
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Senator Ford. So just whatever paper and information you had, 
you went into a closed room with no windows and a 60 watt bulb 
and made your decision? 

Mr. Shane. Not at all, sir. This was an original study using raw 
data that we assimilated, that we evaluated and analyzed. The 
methodology for the study was vetted with agencies of the govern- 
ment that have no stake in one outcome or the other — people like 
the Council of Economic Advisers, the Department of Justice, and 
the Federal Trade Commission — folks that wanted the most objec- 
tive possible study. 

I would like to think on the basis of that peer review group proc- 
ess, if you will, that it is as objective a study as we could produce. 

Senator Ford. I am delighted you brought the Department of 
Justice in. You have never taken their advice up until now. What- 
ever they recommend, the Department of Transportation alwa^ 
goes the other way. I thought if they felt the other way you would 
probably get the right decision. 

Senator McCain. Mr. Chairman, just one more question. 

I know it has not been a fun day for you so far, Mr. Shane. Look- 
ing ahead in the future, is it safe to assume that a carrier would 
have to gain access to international routes in order to survive as a 
truly nationwide domestic carrier, given the internationalization of 
the airline industry? Would you think that Is a valid statement? 

Mr. Shane. I tlunk there will continue to be a niche for the 
purely domestic airline and purely domestic markets, although the 
smaller markets, I guess, are the ones they were talking about. 

It seems to me for major players who want to be around in the 
long term, they had better be focused on the international markets. 

Senator McCain. If you are a nationwide carrier right now, you 
had better have some opening in the international market if you 
are going to survive. 

Would you agree? 

Mr. Shane. Yes, Senator. 

Senator McCain. Thank you very much, Mr. Chairman. 

Thank you, Mr. Shane. 

Senator Ford. Thtmk you, Mr. Shane. We will try not to do any 
more to you today, but we look forward to seeing you again. 

Senator McCain. Mr. Chairman, we have a statement here by 
Senator Kassebaum which I would like to have made part of the 
record. 

Senator Ford. Without objection, her statement will be included 
in the record. 

The next witness will be Kenneth M. Mead, Director of Trans- 
portation Issues, Community and Economic Development Division, 
General Accounting Office, a familiar face. I hope you learned 
something by listening here today. 

What was it Yogi Berra said, you observe a lot by watching. 
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STATEMENT OF KENNETH M. MEAD, DIRECTOR, TRANSPORTA- 
TION ISSUES, COMMUNITY AND ECONOMIC DEVELOPMENT DI- 
VISION, GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY 
JACK WELLS; AND FRANK MULVEY 

Mr. Mead. Mr. Chairman, we always learn a lot when we come 
before this subcommittee. 

Senator Ford. Is it not fun? 

Mr. Mead. Especially as the second witness. 

Senator Ford. We got it all out with the first one, I think. 

Mr. Mead, you have been here before, and we have enjoyed your 
testimony and help and your frankness. So we tire very pleased to 
have you today, and you may proceed. You ceui hopefully highlight. 

Mr. Mead. Mr. Chairman and Senators McCain and Kasten, I 
would like to introduce my colleagues at the table. Jack Wells on 
my left and Frank Mulvey on my right. They have been with our 
airline competition work since its inception several years ^o. 

I would like to greatly summarize the prepared statement and 
just touch on the highlights. 

Senator McCain. I think I summarized it for you. 

Mr. Mead. I think you did an excellent job. 

First, fares. I would like to provide an update from where we 
were last time when we testified before the subcommittee. We have 
updated our prior anitlysis up through the first half of 1989. We 
found that the gap between the fares at the 15 concentrated air- 
ports we reviewed and the other unconcentrated airports persisted 
and remained in the neighborhood of 26 or 27 percent. 

We adjusted for distance and found that even after the adjust- 
ment for distance it is still about 21 percent higher. 

DOT, as Mr. Shane has just testified, found an 18 percent differ- 
ence. The difference between our estimate and DOT's is probably 
attributable to the fact that in their analysis they counteKl flighte 
terminating at the concentrated airports as well as those originat' 

We counted only those originating traffic because we were inter- 
ested mostly in the fares people must pay who live in the commu- 
nity where the concentrated airport is located. 

Part of our evaluation, and the one that Senator McCain summa- 
rized earlier for me, focused on an effort to estimate the relation- 
ships between each of the Eiirline operating and marketing prac- 
tices that potentially are barriers to entry and airline fares. We did 
this through an econometric model which uses statistical tech- 
niques that allow us to measure the effects on fares from changes 
in one variable when other variables are held constant. 

This was a fairly significant production for us. We looked at over 
1,600 routes, tmd we gathered original survey data on airport gates, 
leasing agreements, noise restrictions, smd expansion plans for 183 
airports. We aiso did a survey of over 500 travel agents on the ef- 
fects of airline marketing practices. 

1 want to stress that our findings are preliminary, and while an 
econometric model will never be able to establish or prove cause 
and effect, we believe the model does allow us to make some sys- 
temwide observations. Senator McCain touched on those earlier, 
and I would like to reiterate them now for the record. 
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First, the larger the share of gates that a carrier leased on a 
long-term exclusive use basis, the higher its fares were at the air- 
port. Also, flights at airports where entry was limited by slot con- 
trols had average air fares about 7 percent higher. 

Where runway capacity was constrsiined and expansion influ- 
enced by the presence of the majority-in-interest clause, air fares, 
on average, were about 3 percent higher. 

We did not find that noise restrictions were consistently related 
to higher fares. 

We found that the larger an airline's share of the computerized 
reservation system market in an area, the larger its market share 
on routes in that area; and the more travel agents to whom a carri- 
er paid commission overrides in a market, as distinguished irom 
just the regular commission, the higher the carrier's fares tended 
to be. 

With r^ard to code-sharing, carriers with a code-sharing agree- 
ment at one of the airports on a route charged fares that were 
nearly 8 percent higher than carriers on routes on which there 
were no code-sharing agreements. 

For frequent flyer plems, we were not able unfortunately to 
measure their impact. That is due largely to the fact that making 
such an estimate would require access to proprietary data. We do 
not have that type of access and, therefore, cannot make a defini- 
tive estimate. 

We did, though, survey over 500 travel agents, and they said that 
their business customers choose their flights on the basis of fre- 
quent flyer plans at least half the time. Our analysis of the struc- 
ture of frequent flyer plans indicates that the dominant carrier in 
a market will have a powerful advantage in attracting airline pas- 
sengers to use its plan. 

I would like to turn to policy considerations and discuss not just 
the bill but a policy approach in general. On the basis of our work, 
we have some observations here that the committee might produc- 
tively consider. It seems to us there are several approaches to re- 
solvii^ the problems we have identifled. One approach is to focus 
directfy on the high share of enplanements that carriers have at Ein 
airport. For example, the Congress could conceivably say that you 
cannot have more than a 70 percent share of enplanements at a 
particular airport. 

We have reservations about that approach. The actufd meirket 
power that a carrier will wield depends not just on the share of en- 
planements but on the number of gates the carrier controls — psa- 
ticularly under the exclusive lease arrangement — CRSs, frequent 
flyer plans, and various other factors. 

So in general, we think it would be more effective to address the 
particular sources of market power rather than the number of en- 
planements. 

A second approach is to expand airport capacity, and we included 
in our model a variable that would measure the effects of limited 
capacity. It is true, as the Department of Transportation study 
points out, that this is a big barrier to entry. It showed up in our 
model as being a signiflceint determinant of higher fares. 

However, there are two problems with relying exclusively on the 
airport expansion approach. The first is that some of the competi- 
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tive problems, such as the share of gates that an airline leases ex- 
clusively, have nothing to do with, eind wiU not be addressed by, an 



Second, and in some ways more important, airport expansion 
takes a long time. There is a lot of talk about airport expansion 
and new airports and wayports and so forth, but they may be a 
long time coming. 

If over the next couple of years we lose another two or three car- 
riers and these funbitious airport expansion plans and airspace ex- 
pansion plans do not materialize, it will be much more difficult and 
complex to inject competition in the market. There are already 
some suggestions that in some of the concentrated markets fare 
caps should be imposed. While we think that is premature, we 
cannot say what policy choices you will be faced with two or three 
years down the road if you do not act now. 

A third approach would focus on adopting a range of policy op- 
tions to address airline competition problems by dealing with spe- 
cific entry barriers. Our work, particularly our model, suggests 
that a range of factors or barriers interact to produce tiie higher 
fares that we have observed, so that acting on just one of the bar- 
riers to entry will not solve all the problems. 

We suggested in our last appearance before this subcommittee a 
number of policy options for the Congress to consider. Several of 
these options are incorporated in S. 1741. I think the princip€il con- 
cern we would have with S. 1741 is that at a certain market share 
you are presumed to be anticompetitive, and we have reservations 
about dealing with the problem that way. 

Beyond that, there are a number of options in the bill that we 
think can usefully be considered. Policies like requiring the use of 
use-or-lose leases or preferential-use leeises should be considered. A 
method of reallocating airport slots is also urgently needed. 

We have also suggested various ways of reducing airport reliance 
on airlines for financing and for addressing the competitive prob- 
lems posed by computerized reservation systems. I have not enu- 
merated all those in our testimony because we have done that 
before, but I would be glad to go over them in the question and 
answer period if you like. 

That concludes our prepared statement, Senator. 

[The statement follows:] 
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Nr. Chairman and Menhirs of the Subconnittee : 

W» apprsciata th« opportunity to temtity on the Horlt wa ara 
doing at your raquast on -the effects oC airlina narlcet 
eoncantration and barriars to antry on airlina tares. Ha tssticied 
baCora this -Committee laat Juna on our analysis of tha affects of 
airport eoncantration an airline fares. ^ Ha taatltied again last 
September -Oi^ the extent of barriers to antry in tba airlina 
industry.^ Since that time the Department of Transportation haa 
iaauad ita report of the Secretary's Task Force on Conpetitlon in 
tha U.S. Doaastic Airline Industry. Our tastinony today will (l) 
update our Juna 1989 analysis of airlina pricing and coBpare our 
raaulta to thoae of the Secretary's Task Force, (2) report on tha 
preliminary results of our econonetrlc analysis of tha affect of 
barrlara to entry on airlina fares, and (3) discuss the 
iaplications of our findings Cor policymaking. 

Last Juna, we testified that airlina yields, or fares par 
passangar-Bila, at 19 concentrated airports in 1988 were 27 percent 
higher than at 3S unconcantrated airporta.^ He have updated our 
data through the second quarter of 1989, and Cind that the gap 
persists It is nou 26 percent. The dot report reached 
conclusions vary similar to ours. After adjusting for diffarencoa 
In flight distance between concentrated and unconcentrated 
airports, both studies found yields at concentrated airports around 
20 percent higher than at other airports -(DOT s estimate was 18.4 
percent; ours was 21.0 percent). Tha Task Force also reviewed a 
nuBb«r of th« entry barriers that ve discussed in our Septanber 

l*ir farei^ and Service at concentrated Airports (GAOyT-RCED-89- 



^GAO considered an airport narkat concei 
airline handled SO percent of tha enplai 
handled 85 percent. 
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CaatiBony and found, aa we had, that aavsral of than hava th« 

potantial to significantly lisit antry into alrllna marketa. 

Ha Bra currantly estlnating tha ralatlonahipa betwaan faraa 
and tha various operating and narkating practicaa that nay 
diacouraga antry. Our analyaia to data indicataa that nany of tha 
airllna operating and Barkating practices wa have dlscuaaad are in 
fact related In a statistically significant way to higher airline 
fares. Our results suggest that no aingla factor Is rasponalbla for 
higher fares at concantratsd airports, but that it is tha 
interaction of a number of barriara that allowa carriara at these 
airports to charge higher fares. 

Ha recognize that various solutions hava been propoaad for 
dealing with tha factors that Unit coapetition in the airline 
industry, including Uniting concentrated hub airports and 
increasing airport capacity. He have reservations about presuning 
all concentrated hubs to ba anticonqpatitlva. Wa agree that 
Increasing capacity would ba helpful, but wa are concerned that 
increasing capacity will tales too long, and that increassa in 
capacity alone will not solve all the probleiu of conpatltivanasB 
that wa hava identified. Along with initiativsa to enhance airport 
capacity, wa believe that a broad range of policy optiona to reduce 
the anticonpstltive effects of various industry operating and 
marketing practices, such as those ue have discussed in our 
praviouB testisony, should ba eoneidared. 

FARES AT CQHCEHTRATEP AIRPORTS 

yields at tha 15 concantratsd airports roae in 1989, fron 18.5 
cents per passenger -si Is in 1988 to 21.0 cents in the first two 
quarters of 19S9. yields at ths 18 unconcentrated airports also 
rose, fron 14.5 cents to 16.7 cents, leaving a gap between tha 
yields at concentrated and unconcentratad airports of 26.4 percent. 
The doninant airline's yields rose particularly rapidly at Detroit, 
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Dalaigh-lhichBB, Gr«an>boro, Pittaburgh, Syracuse, and Mnvar. When 
compared Co i.he yields at 22 unconcentrated airports uhere avecaga 
trip distance was about the same as at the concentrated airports, 
yields at concentrated airports were ^0*7 percent higher in the 
first half of 1939 Airline travel from the 15 concentrated 
airports represents 21. B percent of all airline revenue passenger 
■lias. Concentrated airport! that did not na«t other criteria of 
our study accounted for another 9.S percent of airline traffic.^ 

In February, the Secretary of Transportation raleasad the 

report of his Taste Force on Conpetition In the U.S. Donaatic 
Airline Industry The report dlBcuEsed changes in market 
structure pricing, and barriers to entry since the airline 
industry was deregulated in 1978. The report concluded that air 
faraa in constant dollars) have fallen since 1979 but that, as our 
vork has shown air (ares are higher at concentrated airports than 
at unconcentrated airports. 

Our analyals of the higher yields at coneantratad airports and 
the Task Force's analyaia are siailar. The Task Force found that 
fares at the 15 concentrated airports, attar adjust>ant for 
variations in flight distance, vera IB. 4 percent higher than at 
airports generally We found, after also adjusting for flight 
distance, that yields at the concentrated airports were 21.0 
percent higher than at unconcentrated airports Tha raaainlng 
difference aay be due to the fact that DoT s study axanlned 
passongars both originating and terminating their trips at the 
concentrated airport, while we lookad only at passengers 
originating there. 

The Task Force also caaa to concluaions similar to oura 
concerning a nuaber of the entry barriers %fa h 
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Taak Fore* found that nev entrants ara likely to pay higher lease 

BUblaase space from incuubent carriers. The Task Force alao found 
that najority-in-interest and other clauses that Unit expansion at 
airports aay diacourage new entry- ^ It did not find that slots 
are, by theaselves, an entry barrier.^ Hcwevar, it concluded that 
there is the potential tor the exercise at sarkat power in the 
narket for slots, and therefore that the slot rule had the 
potential to result in an entry barrier. The Task Force concluded 
that noise restrictions are not now a sajor barrier to entry, but 
that they could become a barrier if noise restrictions proliferate. 

In reviewing airline narketing strategies, the Task Force 
found that frequent flyer plans nay make it nora difficult for 
saaller air carriers to conpate ■uccessfully In Sone narkats; that 
conputerized reservation systeBS (CRSs) may transfer $2 billion' to 
$3 billion In gross revenues to Cua vendors; that travel agent 
commiasion averridoa weaken the conpetitive paaltion of snaller 
carriers; and that neu entrants have difficulty competing with 
code-sharing regional airlines on hub-to-spoke routes.' 



^k majority- in- interest clause (Mil) in an airport use 
agreement gives the carriers performing a majority of the 
operations at the airport authority to disapprove expansions of 
the airport that would be paid Cor tbrou^ tees charged to those 
airlines. 

^The Federal Aviation Administration restricts landings and take- 
otte at tour congested airports (Washington National, Haw York 
LaGuardia and Kennedy, and Chicago O'Hare) . Carriers wishing to 
serve these airports must secure a reservation, or 'slot," at the 
airport to use the airport regularly at a particular hour each day 

''code -sharing agreements are agreements between j«t airlines and 
connuter airlines in which the connuter airline agrssa to share th 
two-letter designator code of the jet airline, so that both 
airline's flights are booked as if they were the same airline, xh 
connuter airline also generally paints its planes in tha colors of 
the jet airline and coordinates schedules so as to enhance the 
convenience of connections. 
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Part of our InvestigaCion haa baan an •fCort to aatlBata the 
relationship batwssn Bach of thsss airline operating and marketing 
practices and airline faraa, uain^ an econooieti-ic model of airline 
industry pricing Wa would aitpaet that factors that discourage 
•ntry would generally tand to raise fares We wanted to find out 
which factora were related to hlghar faraa, either directly or 
through their effect on market ahara. An ccononetric model usee 
statiatical techniques to analyze the relationships between airltna 
faraa and a large number of other factors. These techniques allow 
ua to measure the effects on fares at changaa in one variable when 
other varlablea are held conatant. 

Our >odel incorporatea varioua factora that influence fares, 
including coat factors auch aa flight diatanca and traffic volu>a; 
daKOnd factors, such as income levels and conauaar preferences for 
differsnt airlinea; aarXet atructure factora, auch aa market share 
and coneantratlon indenear aa %iell as Bav«ral factora representing 
airline operating and marketing practices that ma-/ function as 
entry barriara. Ha analyzed 1988 DOT data on airline fares, 
traEfic levels, and enplanements for over 1600 routaa. We alao 
gathered original survey data on airport gates, leasing agreenantB, 
noise restrictions, and axpanaion plana for the 133 airports 
covered by the analyais. Our analyala thua cover* the affects of 
entry barriers at both concentrated and unconcentrated airports. 
Me analyiad the effects of these factors on both (area and aarket 



Htalla our findings ara prall>inaty and subject to change, and 
while an econometric model cannot prove that a factor causeB higher 
prices, we believe that the >odel allowa ua to malce syEtem-wide 
observations of the ralatlonshipa battraan vaclous airline operating 
and aarkating practices and airline Cares and market shares. 
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Our analysis to date indlcBtas that nany of tha airline 
operating and >arlMtlng practices ue hava discuased are in fact 
related In a statistically significant way to airline fares. In 
particular, our results indicate the following: 

— Tha larger tha share of gates a carrier leased at an 
airport, especially if those gates were on long-tem 
exclusive-use leases, the higher its fares were at that 
airport (for axaaple, a doubling of a carrier's gate share 
is associated with an increase In faras on a route of, on 
avaraga, 3.5 parcant) . 

— Flights at airports where a majority- in- interest clause 
Bight reduce tha ability of the airport to expand had, on 
average, about 3 parcant higher air fares. 

— Flights at alrporta whars entry was United by slot 
controls had, on avaraga, about 7 parcant higher air faras. 

— If tha runway capacity of the airport is congestad, and 
expanaion is Itnited by tha presenca of a najorlty-in- 
interest clause or other probleas, faraa are, on average, 
about 3 parcant htghar. 

— nolsa restrictions were not consistently related to higher 
faras at airports where they were in effect; 

— the larger an airline's share of the coaputerized 
reservation ayatem narket in a matropolltan area, the 
larger Ita market share on routao from airports in that 
area, though the aaount of tha increaae varied with 
different versions of the >odelF 

— The More travel agents to wbo> a carrier paid coaiiission 
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ovarrldaa in a matropolltan araa, th* hlqbar th« earriar' 
(araa tandad to ba on sarvica In that araa, though tha ad 
of this atfaot also variad with diffarant varaiona of thi 



h a ooda'Bbaring agraanant at ona of tha 
airports on a routa chargad faraa alBoat S parcant higbar 
than carriers did on routas on uhicb tbay did not hava 
coda -sharing agraaaanta. 

Though thaaa aagnltudas rapraaant our baat asClaataa Co data, 
these results ara prallnlnary, and tha ralativa affacta of aoaa 
specific Industry practlcaa >ay changa soaawhat aa our analyala ia 
completed Ha uara not Bblo to develop any Baaaur* Of the lapact 
of frequent flyer plana on airline fares in particular aarkets 
because the data needed to naasura tlie Isp-act of frequent flyer 
pcograaa on a particular route ara proprietary However, Hs have 
recently coaplatad a survey of 5SS travel agents and found that tha 
buaineaa cuatoners of more than SO percent of travel agenta 
nationally choose tbeic flight* on the basis of frequent flyer 
plans at least half the tiae.B Our analysis of the structure of 
frequent flyer plana indicates that tha doainant carrier in a 
aarkat will hava a powerful advantage in attracting airline 
passengers to use its plan. 

Wag-IBPUCAIIMB 

There ace several approaches to dealing with problea« of 
coapetition in tha airline industry. One approach is to focus 
directly on the high shares of enplaneoents that carriers have at 
soae airports, which we found were associated with higher faces. 
For axaapla, the Congreas could liait tha nu^Mr of airports at 

'The 95-parcBnt confidence interval on this percentage is + 
ipproxiaately 4 percent. 
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which anplanaaanCa •xcaed a particular lavel. Wa hava rasarvatlons 
about this approach, hcnraver. Tha actual iiarkat poirar that a 
carrier wialds dapands not just on Ita ahara of enpIanemenCs, but 
on the nunbar of gataa Che carrlar controla, i;he terms on which it 
controls those gataa, and the extent to vhich expansion of the 
airport is liaitad by majority-ln-interest clauses or other 
factors. He found in our airport Aurv^y that SS percent of all 
gataa at tba £6 large and oediuB airports are leased on an 
exclusive-use basis. The narlcat power of a doainant airline is 
alao affected by ita use of various narketinq strategies, such as 
CRSa and frequent flyar plans. In general, we believe that it is 
nore effective to address these sources of aarket power than to 
asBUne that any particular level of enplnnenents is 
ant i conpet 1 1 i ve . 

A second approach is to expand tha capacity of existing 
airports and to build new ones. We certainly agree that, in the 
long run, expansion of capacity is the best vay to ensure that 
carriers can easily setablieh service at any airport, we included 
in our nodel a variable to measure airport congestion, and found 
that it was significantly related to higher fares However, there 
are two significant probleinB with relying exclusively on this 
approach. Plrat, our model makes clear that other factors were 
significantly related to fares as well, such as shares of gates 
leaaad. Second, airport expansion takes tiJM. Disagreements about 
Mhara airports should be located and how they should be financed 
can ba expected to continue to -delay airport expansion. If airport 
expansion cannot be achieved in the near tern, and If two or three 
Dore carriers go bankrupt competition could be reduced to the 
point that It would ba much mora difficult and complex to inject 
new competition in the Industry. Already there are suggestions 
that fare caps ba iaposad. In our vlaw, these proposals are 
praBStura: It would be nore consistent with relying on market 
conpatltion to take tha coaparativaly modest steps required now to 
pcasarva cospatition where it is nltsady vigorous and t 
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erosion of eoupstitlvB wirkats that haa already occurred. 

A third approach would tocua c 
policy options to address airline c 
apeciCie entry barrieca. Our acononeCrlc uork sugqaats that a uide 
range ot tactora appear to interact to produce the higher faraa ue 
have obaerved, so the policy response to market power at 
concentrated airports should be broad-based, addreaaing several 
factors at once. He have suggested in our previous testinony a 
nunber of policy options Cor the Congrees to consider. Several of 
these options are incorporated in S. 1741. 

For exaaple, policies that would aako it easier Cor carriers 
to obtain access to gates at airports, perhaps by requiring the use 
oC uee-or-lose dauees or preCerential-use leases, should be 
considered. Also, aooe neChod oC re-allocating airport take-off 
and landing slots would help to open the four slot-controlled 
airports up to more competition fron low-cost airlines. Our 
analysis found that fares tend to be lower in markets where low- 
cost airlines are competing, we have also suggested various ways 
oC reducing the Incremental airline revenues and excessive booking 
fees earned by CSiS vendors. 



This concludes my etatement. 
quastions you Bay have. 
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Senator McCain. Thank you very much, Mr. Mead. 

As Chairman Ford mentioned, we have heard from you on sever- 
al occasions in the past, and we have found your fmdings to be 
critically helpful in our deliberations on these very complex issues. 

You £md DOT agree on a lot of the facts; yet, many of the conclu- 
sions seem to be somewhat different. For example, DOT says only 4 
percent of the passengers must use concentrated hub airports with 
h^her fares; yet, GAO says 21 percent of the travelers are affected. 

Is there any way that you can account for that difference? 

Mr. Mead, Yes. Actually, there are several ways. You point out 
correctly that on the basic numbers there is no disagreement. The 
disagreement is on the conclusions that you might attach to the 
numbers. 

For example, we concluded in our analysis that fares were higher 
at 15 concentrated airports. They considered eight. They also did 
not focus on routes originating out of the concentrated airports, 
they also included flights terminating at the concentrated airport 
cities. That might explain why their number is lower than ours. 

As I pointed out in our statement, the reason we focused on just 
the originating traffic is because we wanted to see what happened 
to the people who lived in the city with the concentrated airport. 

Senator McCain. I would like for vou to be more specific about 
which provisions of the legislation tnat you think would help ad- 
dress this problem and those which do not. But let me just ask you 
one sort of a philosophical question. 

Given all the trends that you have now studied for several years, 
mainly at the request of this committee, and your background tind 
that of your staff assistants, what happens to the airline industry 
in America if we do nothing, if we simply rely on airport expan- 
sion, which obviously seems to be the recommendation that the De- 
partment of Transportation has come forward with? 

Mr. Mead. Senator McCain, your bill sets out a range of [>olicy 
options now. There EU'e some provisions in the bill with which we 
have reservations, and there are other provisions that we think are 
worth pursuing, and we will respond to that in the record. 

We think some of those provisions would be quite effective in 
opening up already concentrated markets to more competition and 
to prevent the erosion of competition in markets that are currently 
competitive. 

Two or three years down the road, those options that are now in 
the bill may no longer be viable. We are concerned that if we do 
not act in the near term and take these comparatively modest 
steps, you may be faced two years from now with fare caps and im- 
posing price ceilings in markets that have become so concentrated 
that wiey are effective monopolies. 

Senator McCain. We will have quite a few less fiirlines. 

Mr. Mead. Yes. That is a real concern. 

Senator McCain. Thank you very much, Mr. Mead. 

Senator Kasten. 

Senator Kasten. Mr. Mead, have you addressed the problem of 
limited entrance, limited incumbents and new entrants with r^ard 
to slots? 

Mr. Weij£. Yes, we did. Slot controls are one of the factors that 
we looked at in our econometric anal^is. 
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Senator Kasten. In eiinwrts where slots were available as op- 
posed to eiirports where slots were not available, did you see any 
signiiicant difference in fares? 

Mr. Wells. We estimated a 7 percent ftire difference between 
slot controlled airports and airports where there were no slot con- 
trols. 

Senator Kasten. Is there euiy recommendation that you would 
make, or you, Mr. Mead, would make, with regard to the problem? 
I do not know if you were here when I spoke earlier, but we Jire 
going to have to legislate this. The Depeirtment of Transportation 
is not responsive. I did not go through all of the choices. 

Another option is to put all of the slots back up for auction, if 
you will. 

What kinds of options do you think are most viable with r^ard 
to opening up slots for limited incumbents and new entrants? 

2*Ir. Mead. I will try to take a stab at part of that and then defer 
to Jack. 

I think the threshold question that faces the committee is not 
whether to move on slots. Somebody has to move on the slot situa- 
tion, and if it is not DOT it will have to be the Congress. 

A question beyond that which needs to be resolved is whether 
you are going to charge for the slots or allocate them by lottery. 

Senator K^ten. As Senator Danforth was saying, whether they 
are public or private property is the baseline question. 

Ab*. Mead. That is right. 

I would be somewhat concerned about auctioning slots simply be- 
cause of their value. I would be concerned that some ^tential en- 
trants might not be able to afford the high price which would be 
attached to them. 

Senator Kasten. The other thing that could happen is that the 
larger etirlines — and we could end up with five as Senator McCain 
is suggesting — could simply buy slots and not use them. By simply 
owning the slots and not using them, they could prevent new entry 
and further entry by limited incumbents and further exacerbate 
the monopoly situation. If you are going to have a deregulated en- 
vironment, that by defmition mesms that we have to be able to 
have entry into that market. 

Mr. Mead. We agree with you totally on that. 

I do not understand how we have gotten to the present situation 
where a slot can go unused for a substantial part of the time. I just 
do not understand that. 

Senator Kasten. Have you reviewed the slot situation enough to 
know of specific examples where people — and I use the word — 
babysit a slot so that they have been able to control the slot in 
order to meet the minimal threshold requirements so that the slot 
does not become classified as an under- or unutilized slot? 

Mr. Weli£. We have not been able to examine the m£U'ket on an 
individual slot-by-slot basis in enough detail to identify particular 
slots — you know, 4:00 at National Airport — that axe being babysat, 



around the industry, and they have been fairly straightforward 
with us about how uiey handle the slots that they have. A number 
of them have acknowledged that they have more slots than they 
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are currently using, that what they do with their excess slots is 
they lease them out to other carriers so that they can retain the 
option of using those slots in the future if they should decide that 
they want to use them. 

I think our concern with slot leasing is that most of the slot 
leases we have seen offer very short terms, 30 days, 60 days, 90-da.y 
lefises. ff you are a large carrier at a slot controlled airport and 
you already have a number of slots, leasing a slot on a short-term 
basis like that could be useful because you can always — if you al- 
ready serve, say, ten cities out of a slot-controlled airport — use a 
leased slot to serve an eleventh city, for example. 

If you are a new carrier who is considerii^ establishing new 
service at a slotcontrolled airport, however, it really makes no 
sense to establish new service on the basis of a 30-day or 60-day or 
90-day lease. So that while the leasing market is useful for incum- 
bent carriers, I really do not think it is useful for new carriers 
seeking to enter those markets. 

Mr. Mead. I do not know why there should be a secondary 
market in slots to begin with. 

Senator Kastbk. 7%ere should not be. 

Mr. Mead. These are pubhc assets. 

Senator Kasten. It just makes common sense to use the process. 
These are assets that are supposed to be available to the industry. 

Senator McCain. Particularly since they got them for free. 

Mr. Mead. We have also found that in the secondary market, the 
extent that there are sales occurring it is often to related carri- 
ers — for example, to code^aring partners of carriers that are al- 
ready in that market. 

Mr. Wells. We have also found, if I could add, that there is un- 
derutilization based on the two different kinds of slots. There are 
air carrier slots for jet aircraft, and there are commuter slots for 
smaller propeller aircraft. We have found a number of cases where 
air carrier slots had been sold to commuter carriers, so that you 
have a jet slot that is designed to be used by a jet aircreift of 100 or 
more seats and is being i^ed by a smaller propeller airplane that 
obviously can provide service to a smaller number of people with 
that slot. 

Senator Kasten. I would like- to maybe ask that you look at this 
slot question in a little bit more detail. It seems that you have a lot 
of this information. We just need to get it in one place and get it 
organized and published. Workii^ with the Chairman and the 
Ranking Member, I am going to try to request a more targeted slot 
report that you might be able to put tt^ther for us relatively 
quickly. 

I have no further questions at this time. I thank you very much 
foryour testimony. 

lliank you, Mr. Chairman. 

Mr. Mead. Senator McCain, before you conclude, I just want to 
say what our plans are. We are taking the model results which 
would include a good bit on slots, and we plan to be prepared to 
testify later, I would say in July. We are trying to put it into a 
report to you all if that is compatible with what you would like. 

Senator McCain. It would be very welcome, smd I certainly wel- 
come Senator Kasten 's many -year involvement and interest. 
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You have provided us with very important information, and I 
thank you for your testimony. 

Finally, our next panel is: 

Mr. I^chard Mathias, Senior Vice President, Government Af- 
fairs, Pan American World Airways; 

Mr. Timothy Hoeksema, who is President, Chairman and Chief 
Executive Office of Midwest Express Airlines; 

Mr. John Fredericksen, President of the R^onal Airline Asso- 
ciation; and 

Mr. James E. Johnson, President of American Association of Air- 
port Executives, Senior Director of Airports of Hillsborough 
County, Tampa, Florida. 

Please sit down, gentlemen, and thank you for your patience. 

I think it is clear to you that this issue is of some interest to this 
committee, and we appreciate your patience in waiting. 

Well, it looks to me like we have lost one. 

Mr. Mathias, we would be glad to lead off with you. 

STATEMENT OF RICHARD D. MATHIAS, SENIOR VICE PRESIDENT, 
GOVERNMENT AFFAIRS, PAN AMERICAN WORLD AIRWAYS 

Mr. Matoias. Thank you. Senator McCain £uid Senator Kasten. 

Senator McCain. Excuse me. You are accompanied by General 
Bennett; is that correct? 

Mr. Johnson. Yes, that is correct. 

Senator McCain. Thank you, Mr. Mathias. Please proceed. Obvi- 
ously we would appreciate your summarizing, and your complete 
statements will all be made a part of the record. Proceed as you 
wish. 

Mr. Mathias. Thank you. Senator McCain and Senator Kasten. 
Thank you for the opportunity to be here this afternoon. I have a 
fairly brief developed statement which I believe I can go through in 
tiiree or four minutes maximum. You will be interested to know 
tliat it concentrates on the slot issue, which I believe is of particu- 
lar interest to both of you. 

I come here today thankful that I Eun not with DOT, although I 
do believe that life at Pan Am is in its own way difficult. 

I do take some exception to your concern about the opinion of so- 
called many analysts. We admit that at Pan Am at this time we do 
not thrive, but we have demonstrated a very long developed ability 
to survive, and we intend to do so. 

Senator McCain. Mr. Mathias, let me clarify something if I 
could. It is not my view. I was reflecting the view of other analysts. 
I want you to survive and thrive because this is the whole reason, 
frankly, why we have proposed this l^islation. We want you to 
thrive, and I hope you did not get the impression that we were 
forecasting your demise. 

Mr. Mathus. I understand what you were referring to, and 
thank you, Senator. 

There is much or some in the bill that Pan Am, as one of the 
smaller UJ5. airlines, does support. I am speaking specifically with 
respect to CRS issues. I think we are of the view that any measure 
which would place limits on the market power conferred on the 
largest airlines through tiieir control and ownership of CRS would 
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be welcome. Divestiture certainly would have been appropriate and 
practical six years ago when Pan Am first urged it. Whether it is 
still practical today is another question. 

The need for measures of like effect to control the atill-abusive 
aspects of CRS systems is still important and urgent. 

I have reviewed the testimony of ASTA in connection with this, 
and I must say we completely agree. 

I am not here to talk about CRS this eiftemoon. I want to talk 
about slots because it is of criticed importance to Pan Am. I want t« 
address section 7 which proposes to recapture slots at the high den- 
sity airports and to reallocate them on a periodic basis to the high- 
est bidders. 

The irony of this proposal, while intended to stimulate new entry 
and promote competition, would have only one certain result, the 
crippling of Pan Am and serious injury to competition in the do- 
mestic airline industry. 

I would add that I am equally concerned about the poesibility 
that the recapture and auction ideas might appear in the pending 
FAA rulemalung. 

Permit me to begin my quick sketch of where Pan Am is today 
and the importance of slots in that picture. Many people have an 
image of the Pan Am system that was formed in uie 1970s or earli- 
er. The Pan Am of today is greatly scaled down, and, counting all 
operations. Pan Am is only the eighth largest U.S. airline with just 
6.8percent of the industry's system RPMs. 

The majority of Pan Am's operations are international, primarily 
through a trans-Atlantic hub at JFK and through a Caribbean 
Latin American hub at Miami. Our domestic operation consists of 
connecting services for our hubs and the Washington-New York- 
Boston shuttle service we instituted three years ago. 

Looking solely at domestic operations, Pan Am accounts for 2.2 
percent of the industry's domestic RPMs and is smaller than Amer- 
ica West. Despite our relatively small presence as a domestic eiir- 
line, domestic services are an essential part of the Pan Am system, 
and those services are heavily slot dependent. To be competitive in 
international markets and particularly in a market such as the 
trans-Atlantic, Pan Am has to be able to provide convenient con- 
necting service at its hubs. 

At JFK, Pan Am has eight deuly nonstop flights arriving from 
Europe between 2:00 p.m. and 5:00 p.m. Euid 15 daily nonstop 
flights departing for Europe between 5:30 p.m. and 10:30 p.m. Feed- 
ing those flights, we have approximately 58 nonstop flights in do- 
mestic markets arriving and departing after 3:00 p.m. 

Now JFK is subject to slot controls from 3:00 p.m. to 8:00 p.m. 
This means that Pan Am's trans-Atlantic service is totally depend- 
ent on its access to JFK slots. Nonetheless, the 75 slots that Pan 
Am presently has at JFK, including 31 international slots which 
are separately allocated and not subject to buy-sell, represent only 
20 percent of the total slots available at that airport. Not one oF 
these slots is surplus to Pan Am's competitive requirem^its. 

Now as for Pan Am's shuttle, that was hardly a gift to the com- 
pany. In 1986 Pan Am paid Texas Air $65 million for slots and 
rat^ at LaGuardia and Wa8hingt<Hi National. The DOT apiHwed 
Texas Air's acquisition of Eastern only after it was assured thak 
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Pan Am would have the hourly slots necessary to provide Eastern 
with its first direct shuttle competition. The Peui Am shuttle has 
been one of the few sustained successes of post-deregulation new 
entry, but it, too, is totally dependent on slots. 

Nevertheless, the 80 slots that the Pan Am shuttle has at Wash- 
ington National and the 62 slots it has at LaGuardia represent re- 
spectively less than 5 percent and 7 percent of the total slots at 
those airports. Again, these eu'e the minimum number of slots that 
are required for the Peui Am shuttle. 

Now aside from shuttle. Pan Am Airways has only eight slots at 
Washington National which are used to operate one daily round- 
trip to JFK and three daily roundtrips to Miami. At LaGuardia, 
aside from shuttle, we have only ten slots, and those are used to 
operate five daily roundtrips from LaGuardia to Misimi and back. 

So if aU or even some of these slots are recaptured and then auc- 
tioned off to the highest bidder. Pan Am would be placed in an un- 
tenable position. The company simply does not have the financial 
resources to engage in periodic bidding wars with the largest air- 
lines in the Nation. Even if we did have the necessary resources, it 
would put Pan Am in the unique and highly unfair position of 
having to pay twice for operating rights wluch most other airlines 
acquired for nothing. 

Finance resources aside, how could Peui Am possibly make any 
plans for the future when the operating rights which are basic to 
its system are subject to what in effect would be no more than 
short-term leases. Most airlines would be discomforted by such a 
development. Pan Am would be devastated by it. 

No one can deny that the current system of slot allocation pro- 
duces anomalies. The system is not perfect, but, in our view, this 
does not mean that an even more imperfect system is required. 

Now the underlying difficulties that the high density rule itaelf 
creates a problem for which there is no perfect solution, the alloca- 
tion of scare resources begins with the premise that not every par- 
ticipant in the market is going to have its resource requirements 
met. The continued need for the high density rule has not been the 
subject of serious challenge. Given the existence of the rule, the 
goEU should be to find the allocation system which causes the least 
amount of market displacement. 

The current system with its reliance on an open market for slote 
has largely met that goal. Largely, I said. Consider just one fact. 
Because of buy-sell. Pan Am was able to do something which had 
not been accomplished previously under either regulation or de- 
regulation; that is, create a com[>etitive shuttle service in the 
ntntheast corridor. We have also bought or sold 22 other slote in 
the last few years. To me, that is a system which is working as well 
as it can. 

The m^jor anomtily which has been created by the iillocation 
system is the inability of a new entrant such as America West to 
obtain the relatively smedl number of additional slote it requires at 
LaGuardia and National to maintain a substantial pattern of serv- 
ice to the west. 

I do not mean to belittle America West's concern. It is very seri- 
ous, and I understand Midwest Express may have the same con- 
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cems. These are serious. As I said before, aside from the shuttle we 
are in the same position they are. 

At the same time, the efforts to accommodate America West or 
Midwest Express or other new entrants should not result in the 
setting up of an auction system which would be the destruction of 
the Pan Am shuttle and the crippling of Pan Am. 

I have some ideas as to what might be done if you are going to 
adopt some takeaway situation and develop a measured approach 
which tailors a solution to the problem. First, every effort should 
be made by the FAA to find new additional slots. It is possible to 
create new slots. Apart from the statutory freeze at Washington 
National,* the total slots available at each eiirport are not carved 
in stone. They are no more than the administrative estimates of ca- 
pacity which are, for the most part, more than 20 years old. 

Secondly, to the extent that existing slots are looked at for award 
to other airlines, the international slots at JFK should be excluded. 
They are already excluded, as I said before, from the buy-sell rule. 

I would add that the international and foreign policy consider- 
ations could not be avoided by just excluding the slots held by for- 
eign airlines, because that would create a severe competitive imbal- 
ance for Pan Am and other U.S. fl^ carriers. 

Thirdly, any system of recapture must take into account the con- 
sideration of the likely competitive impact of that action. Recaptur- 
ing all or even some of the slots held l^ all of the airlines would do 
severe damage to competition in the domestic airline industry. If 
recapture is necessary, it should be limited to the number of slots 
that are really required and focused where it would do the least 
amount of damage; that is, taking away slots held by the largest 
least slot-dependent airlines. 

Finally, in a similar vein, any system of reallocation must take 
into account competitive reeilities. An administrative reallocation is 
the only system that might work. In fact, prior administrative real- 
locations have functioned fairly well in meeting the airlines' com- 
peting requirements. An auction system would not work. It would 
not only be a perverse form of tax, it would make the accumulation 
of market power by the largest airlines more possible and more 
probable. 

Thank you very much. 

[The attachment referred to follows:] 



■ Punuant to Section 6009(eKl) of the Metropolitan Washington Airports Act of 1986, P.L. 99- 
SOO, the FAA may not increase or decrease (except for safet; reasoosl the number of slots si 
Washington National. 
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Senator Ford. Timothy, are you ready? 

STATEMENT OF TIMOTHY HOEKSEMA, PRESIDENT. CHAIRMAN 
AND CHIEF EXECUTIVE OFFICER. MIDWEST EXPRESS AIRLINES 

Mr. HoEKSEMA. Thank you, Mr. Chairman. 

Senator Ford. I am very careful about your last name. 

Mr. H0EK8EMA. It is a difficult one. 

Senator Ford. I am bilingual; you know, southern and bad Eng- 
lish. 

Mr. HoEKSEMA. I have a brief statement that summarizes the 
written statement that I have submitted. 

I very much appreciate the opportunity to appear before you 
today to discuss S. 1741 and issues affecting airline competition. 
First, let me say that I support deregulation. Deregulation has 
achieved significant benefits for air travelers and the travel indus- 
try. Importantly, if it were not for der^ulation Midwest Express 
would not exist. 

This is not to say that the current system cannot be improved. In 
fact, I believe the system must be changed in several respects to 
further improve competition. Without changes, the gains of deregu- 
lation will be slowly eroded, and the system, I fear, will be worse 
than ever. 

S. 1741 raises issues that are legitimate concerns for the indus- 
try. For your background, Midwest Express began commercial serv- 
ice in June 1984 using three IX3-9S to serve three cities through its 
hub at Milwaukee. Today, Midwest Express operates 13 aircraft 
serving 19 cities throughout the United States. We employ more 
than 800 people, and in 1989 we provided air transportation to 
nearly 550,000 passengers. 

Our revenue passenger miles increased 51 percent in 1989 over 
the previous year, and our total revenue increased 50 percent. Suc- 
cess, however, has not come easily. Several factors place new carri- 
ers at a severe competitive disadvantage. 

Of greatest concern to Midwest Express are slot restrictions, 
abuses of computer reservation systems and the unavailability of 
airport facilities. We are pleased that at least two of these concerns 
are addressed in S. 1741. Obtaining more slots at Washington Na- 
tional and New York's LaGuardia Airports is one of Midwest Ex- 
press' highest priorities. In late 1985 we were able to obtain four 
slots at National, and in 1986 we were able to obtain four slots at 
LaGuardia. Both acquisitions were through means that are no 
longer available to carriers. Later we were able to lease two more 
slots at LaGuardia. 

Under the current buy-sell, however, we see little or no hope of 
acquiring more permanent slota at these airports. To my knowl- 
edge, no slots have been available for purchase by small carriers 
since the rule was issued. Four slots permitting two flights a day is 
not sufficient to compete in those markets. It does not permit the 
frequency of flights necessary to attract passengers, and it underu- 
tilizes staff and assets that are dedicated to those airports. It also 
eliminates any possibility for Midwest Express to expand operation 
to serve new hub airports. 
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We ask that any legislation dealing with reallocation of slots give 
speciEil consideration not only to new entrants but also to incum- 
bent carriers that have 12 or fewer slots at the respective high den- 
sity airport. 

New entrants should be able to enter a market and grow to a 
certain minimum level of flights that justifies the investment in 
that market. We do not believe that an auction of all slots as con- 
templated by S. 1741 is necessary. Instead, in our written submis- 
sion we have proposed two methods of withdrawing slots to meet 
the needs of new entrants and small incumbents that are less dis- 
ruptive to large carriers. 

Despite repeated assurances from the Department of Transporta- 
tion that is reviewing the slot distribution regulations and despite 
legislation requiring such a review, DOT has not provided any 
relief We believe that DOT has had adequate time to act and that 
Congress should mandate that slots be set aside at high density air- 
ports for use by new entrants and small incumbent ^lirline8. 

Another concern to Midwest Express is equitable access to com- 
puter reservation systems. We support the provisions of S. 1741 
that require air carriers to divest ownership of CRSs. CRSs have 
become vital to air carriers; yet, the development of such systems is 
well beyond the Hnfmcial meams of small carriers, and the high 
cost imposed for participation in the syst«m has exceeded a ration- 
al bfisis. Not only must small nonvendor airlines pay excessive 
booking fees, but we too often must suffer by having inaccurate 
and untimely information displayed about our flights. The display 
of inaccurate data frequently causes lots of revenue, and, more im- 
portantly, it causes travel agents to be reluctant to rely upon the 
CRS data pertaining to nonvendor carriers. Even after divestiture, 
rules regulating CRSs will be needed to minimize abuse by vendors, 
but divestiture should relieve some of the regulatory burden, 

A major obstacle to new competition not addressed by S. 1741 is 
the unavailability of airport facilities. Many airports have a scarci- 
ty of gates and ticket counter space. In some cases, the scarcity is 
due to long-term leases. In other cases, the scarcity is due to the 
local airport manager's decision to market facilities to the fewest 
number of carriers. 

When gates are not available directly from airport authorities, 
small carriers are forced to sublease space from existing leasehold 
carriers. In such cases there is little ability for the new entrant to 
negotiate favorable t«rms. As a consequence, costs are excessive 
and subject to increase with little notice. The contract is subject to 
termination upon short notice, and often the lessor insists on being 
held completely harmless for its negligence. 

Often, the leasehold carrier requires that new entrants use the 
leasehold carrier's personnel at ticket carriers and at boarding 
areas. It is particularly irksome to have the performance of our air- 
line resting in the hands of our competitors. 

In conclusion, S. 1741 addresses some of the most serious impedi- 
ments to competition. We ut^ Congress to provide a method for 
small incumbent airlines to obtain slots and to protect small carri- 
ers from the abuses of CRSs. 
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Finally, although other provisions of S. 1741 may promote compe- 
tition, we believe it is more important that the l^islation address 
the unavailability of airport facilities. 

[The statement follows:] 

STATEMENT OF 

TIHOTHY E. HOEKSEHA 

PRESIDENT OF HIMEST EXPRESS AIRLINES, INC. 

BEFORE THE 

SUBCOmiHEE ON AVIATION 

COmiTTEE ON COHiERCE, SCIENCE AND TRANSPORTATION 

UHITED STATES SEHATE 

APRIL 5, 1990 

Thank you, Hr. Chairman. I m Timothy E. Hoeksema, President of Htdwest 
Express Airlines, Inc. I appreciate the opportunity to appear before you 
today to address issues affecting airline cospetltion and, in particular, to 
discuss S. 1741. 



First, let m say that I support economic deregulation. Deregulation has 
achieved significant benefits for air travelers and the travel industry. And. 
Importantly, if it were not for deregulation, the public would be deprived of 
the unique services of Midwest Express, because, without deregulation. Midwest 
Express would not exist. 

This is not to say that the current system cannot be improved. In fact, I 
believe there must be changes to further improve competition in the industry. 
Uithout changes, the gains of economic deregulation will be slowly eroded, and 
the system, I fear, will be worse than ever. S. 1741 raises issues that are 
legitimate concerns for the industry, and I co«»end the effort demonstrated by 
this legislation and these hearings to make the Industry more competitive. 
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OftlfilHS OF HIDHEST EJipH ^ j S 

Before I coment spedftcally on S. 1741, I would like to describe the origins 
of Htdmst Express. Our airline origlnited fron the frustration thit has been 
encountered in Mny sections of this country with deregulation, but the growth 
and success of our airline also dewtnstrates how deregulation has made It 
possible to resolve these frustrations. The challenge now Is to create an 
envlronaent that wll1 penlt sh11 airlines such as Midwest Express to survive 
and compete in an Industry that has becow dowlnated by a relatively smII 
niMber of carriers. 

Midwest Express began cooMrcial service in June 1984 as an outgrowth of 
Klaberly-Clark Corporation. Prior to that tlaa, Kliaberly-CUrk, the ultiMte 
parent corporation of the airline, had been actively engaged in aviation 
Htters. KiBberly-Clark fonwd an aviation departaent In 1948 when It needed 
to transport Its logging personnel to reaote woodlands. 

The reputation of Kimberly-Clark In the aviation Industry expanded over the 
years and other corporations sought out Klaberly-Clark's expertise when It 
caae to ulntalnlng and refurbishing corporate aircraft. Then, In 1969, 
Klaberly-Clark created a subsidiary called iC-C Aviation Inc. that specializes 
In services for corporate jet aircraft. 

Hith decentralization of Klmberly-C1 ark's executive offices In 1980, there was 
■n Increasing need to transport employees in an efficient manner. 
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IC1atwr1y-C1ark faced the sum travel problens that other tmslnastes face. 
Many employees were located In saall or Bid-slied comunlties that were served 
by atr carriers that offered circuitous and undependable flights. The cost of 
air travel froa those SMll comunitles ttas eicalattng at a pace in excess of 
. Inflation, and e^iloyees were wasting too nuch tiae In airports waiting for 
connections. Travel expenses for hotels and seals were skyroclieting with the 
need for aore overnight stays. Eaployee Morale was being adversely effected 
by the drudgery of travel, and It was Increasingly difficult to recruit 
enployees to places where air service was poor. 

In January 19S3, Klaberly-Clark decided to coabat these probleas by acquiring 
large aircraft and offering an In-house corporate shuttle. No sooner had the 
corporate shuttle begun than it was overwhelaed by success. Eq)1ayees loved 
It. Morale improved. Travel costs decreased. Business was perfomed more 
efficiently. 

Deregulation nade It possible for Kinberly-Clark to create Midwest Express and 
thereby Introduce the public to the type of superior air service that 
Klnberly-Clark provided Its own eapleyees. Midwest Express began operations 
using 3 0-C9's to serve three cities through its hub at Hilwaulcee. At that 
tiae. It was clear that Milwaukee was underserved by the existing air 
carriers. Without Midwest Express, I aa convinced that the aviation service 
at Milwaukee would have deteriorated even further. 

Since then, Midwest Express has grown to operate 13 aircraft serving 19 cities 
throughout the United States. He enploy aore than 800 people, and In 1989, we 
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provided ilr travel to 546,000 ptsssngers. Ourrevmue passenger alias 
Increased 51% \n 1989 over the previous year and total revenue Increased SOX. 
List Month, we began operating two new N)-8B aircraft serving San Diego, 
Las Angeles, and San Francisco from Hllwiukee, urklng our transition to a 
national carrier. 

[I. FACTOaS IHHIBITIHS COWPETITIOH FHQH NFW AIR CARRIERS 

This is not to say that success has com easily. The «any failures of other 
airlines since deregulation Is testimony to the difficulties encountered by 
new airlines. Several obstacles place new carriers at a severe competitive 
disadvantage. These obstacles Include slot restrictions at major airports; 
coBputei^ reservation systems owned by large carriers; entrenched rights to 
scarce alrportgates, ticket counters and other airport facilities; frequent 
flyer programs that have been effective in creating loyalty to existing 
carriers with large route structures; code-sharing arrangeMnts; and travel 
agency conntsslon overrides. Any one of these is a serious challenge for a 
new carrier; in coablnatlon, they create a fonaidable barrier to new 

Three of the coBpetUlve obstacles of greatest concern to HIdwest Express that 
deserve legislative or regulatory attention are: slots, coMputer reservation 
systems and access to scarce airport facilities. He are pleased that at least 
two of these concerns are addressed In S. 1741. 
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III. UNAVAILABILITY OF SLOTS AT HIGH DENSITY ftlRPORTS 

Midwest Express began its efforts to cfaln slots at Washington's National and 
New York's LaGuardIa Airports a full year prior to Its startup; It has been 
trying to obtain slots at those Airports ever since. In late 1985, we were 
able to obtain four slots at National and In 1966 were able to obtain four 
slots at LaGuardIa. Both acquisitions were through aeans that are no longer 
available to carriers. Later, we were able to lease two n»re slots at 
LaGuardIa. Under the current regulatory fraaework, however, we see little or 
no hope of ever acquiring more peraanent slots at these Airports. 

Obtaining aore slots at National and LaGuardIa Is one of our highest 
prlorltias. Four s1ots--which penait Just two flights per day--is not 
sufficient to coapete successfully in those narketi. It do«s not pemit the 
frequency of flights necessary to attract passengers and it underutiHzes 
staff and assets that are dedicated to those Airports. It also eliminatas 
any possibility for Midwest Express to expand operations to serve new hub 
airports. 

Although S. 1741 addresses the problea of slots, we ask that the legislation 
naks clear that special consideration In the reallocation of slots be provided 
not only to new entrants but also to Incuabent carriers that have twelve or 
fewer slots at the respective high density airport. Hew entrants should be 
able to enter a narket and grow to a certain ainlnal level of flights that 
Justifies the Investaent In that urket. Often a new entrant does not have 
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the resDurcaf to ute is aany as twelve slots beginning it once. But, Mithout 
the ability to grw quickly to at least six flights to an airport, a carrier 
often Is faced with a losing proposition. The carrier's costs In starting 
operations cannot be absorbed by the freqtwncy in that aarket, and the pattern 
of service with fewer than six flights aakes it difficult to efficiently 
schedule etvloy^es at the airport. 

We do not believe that an auction of all slots as contemplated by S. 1741 Is 
necessary. We have proposed two pwthods of withdrawing slots to neet the 
needs of new entrants and Halted incuafaents thit are less disruptive to large 
carriers. One proposal provides for a limited withdrawal of slots based upon 
procedures siailar to those used by the FAA In allocating slots under Special 
Federal Aviation Regulation (SFAR) No. 48 In 1986. This Is described In 
detail in Exhibit 1 to this stateannt. The other proposal creates a peraanent 
pool of slots for the exclusive use of new entrants and United Incumbents. 
This proposal is described in Exhibit Z. Both of these proposals have been 
submitted to the FAA, but the FAA has repeatedly refused to withdraw slots 
from existing carriers. We believe the FAA's reluctance to make slots 
available for smII airlines Is a serious lapedtment to coapetition that can 
and should be remedied. 

Let ae briefly provide background that has led to the frustration of Midwest 
Express as it has atteapted to reach a ainlnal level of frequency at National 
and LaGuardIa Airports. In June 1983, Midwest Express participated in its 
first slot lottery. At that tlpw, the only method for obtaining slots was 
through lotteries conducted under the Interia Operations Plan which was an 
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aMrgency plan to reduce trifflc at various air traffic control facilities 
Mhere FAA services had to be reduced because of the air traffic controllers' 
strike. 

The Interia Operations Plan had been structured so that inpacted incuabent 
airlines and Incunbents who had passed In previous slot lotteries were given 
priority over new entrants In later lotteries. Accordingly, slots of any 
value were selected by large incunbents before new entrants were given an 
opportunity to select slots. The effect was that new entrants coaing Into the 
lottery in 1S83 had no opportunity to compete at Mjor airports. 

Uhen the [nteria Operations Plan terainated, slots were allocated through 
scheduling coMUtees. These coanlttees had been organized to help the 
Industry coaply with the FAA's High Density Rule. Under the scheduling 
comalttee process, air carriers had to agree unaninously to a redistribution 
of slots before any slot holdings could be changed. The result was that, in 
the ISeO's, slot connlttees were usually deadlocked and no slots were 
distributed. There was no Incentive for large Incumbent carriers to 
relinquish slots to penit conpetitlon fron new carriers. Once again, new 
entrants were frozen out of the narketplace. 

Then, In December 1985, the FAA aggravated the situation further; It rewarded 
large carriers for not relinquishing slots to new entrants by "grandfathering" 
all existing slots to Incunbent carriers and creating a buy-se11 rule so that 
new entrants had to purchase slots froa the carriers that had been awarded the 
slots for free. While the buy-iall rule appealed to our free-aarket 

7 
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Instincts, U his filled is « Mins for smII ilrllnes to icquir* slots. To 
My knowlsdga, no slots hive been iviilable for purchase by su11 cirrteri 
since the beginning of the buy-se1l rule. The trinsictions that have occurred 
generally Involve sni11 carriers selling slots to large carriers or slots 
being transferred between large carriers as part of co^ilex tnnsictlons 
involving trades of ilrport facilities or other assets or as settlements to 
litigation. 

During the 1980's, the only systcnitlc atteapt to provide an opportunity for 
new entrants and small inciMbent airlines to coapete at high density airports 
Mas through a withdrawal lottery in 1986 under SFAR No. 48. The process was a 
tremendous success froa Hldwest Express' perspective because it provided 
Midwest Express the permanent slots that it operates at Washington National 
and LaGuardla today. SFAR No. 48, however, was t one-tiae exercise that 
expired at the end of 1966. Since then, there has been no reliable, 
predictable or effective aethod for new entrants or limited inciBbent airlines 
to gain access to National or LaGuardia Airports. 

The current buy-sell systea offers no hope that Halted incunbent airlines 
will be able to acquire slots. Despite repeated, assurances froa the 
Oepartaent of Transportation that It Is reviewing the slot distribution 
regulations and despite legislation requiring such review, DOT has not 
provided any relief. W« believe the DOT has had adequate tiae to act and that 
Congress should aandate that slots be set aside at high density airports for 
use by new entrants and Halted incumbent airlines. 
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V. piVESTITVRE OF AIRLINES- OWHERSHIP OF CmPtfTER RESERVATIOH SYSTEMS 

Another area of concern ta Hldmst Express ts equitable access and use of 
computer reservation system. In general, the current coaputor reservitlM 
systeai rules provide fertile ground for unfair coapetttion. We support the 
provisions of S. 1741 that require air carriers to divest owiersiilp of 
computer reservation systems. 



Coaputer reservation systems (CRSs) have become vital to air carriers. And 
yet, tlie development of such systems is well beyond the financial means of 
small carriers, and tiae high cost imposed for participation in the systOK 
OMned by large carriers has exceeded a rational basis. Studios by tlie 
Department of Transportation and the General Accounting Office confirm tlie 
excessive revenue received by airline CRS vendors from booking fees. 

Not only must small airlines pay excessive booking fees to participate In 
coaputer reservation systems, the airlines too often must suffer by having 
Inaccurate and untimely CDS information displayed about its flights. The 
display of inaccurate data frequently causes loss of revenue and, more 
Importantly, It causes travel agents to be reluctant to rely itpm the CRS data 
pertaining to non-vendor carriers. 

Uhlle it Is true that computer reservation systems have provided a Mans for 
small carriers to market their services, the benefit Is not e>l that clear. 
Midwest Express must hire additional persons simply to monitor the accuracy of 
Information displayed in coaputer reservation systems. Even then, the 
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■onltoring of th« larga volune of constantly- changing data In CllS\disp1ays for 
each city and its potential alHlne connecting patterns U beyond the Mans of 
a carrier the size of Midwest Express. The ctMibtnatlons of routes and fares 
ar« endless, and the cost of thorough Kinitorlng is prohibitive. Too often we 
have received telephone calls froa potential passengers who infora us that 
Hidwest Express flights are not displayed in the convuter reservation systea 
used by their travel agents. There is no easy way to prove that oilssions 
such as these are ones of innocent oversight by the CRS vendor in loading the 
data, flatis In the software systea, or deliberate acts of sabotage. 

Even after dtvestiture, rules regulating coavuter reservation systems will be 
needed to alnlaize abuse by vendors. Coaputer reservation systems have become 
so laportant to the atr travel industry that the public deserves assurance 
that systeas are available on an equitable basis and accurate information is 
displayed. Active regulatory oversight will be needed, but divestiture should 
relieve sow of the regulatory burden. 

MACCfSSlBlLITY TQ AIRPORT FACILITIES 

One Mjor obstacle to new coapetition not addressed by S. 1741 Is the lack of 
airport facilities. Hany ainwrts have a scarcity of gates and ticket counter 
space. In soae cases, the scarcity Is due to long tera leases and other 
contractual relations with aajor carriers. For exaaple, when we began 
operations at Los Angeles, the airport authority inforaed us that there were 
gates that were not being used, but the authority could not peralt Midwest 
Express to use thea because they were subject to a long ten lease. In other 

10 
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cases, the scarcity of gates is not due to lease agreewnts, or other 
contractual relations, but due to the local airport manager's decision to 
■arket facilities to the fewest number of carriers. The rules for leasing 
facilities vary froa airport to airport and change frequently, but one example 
of the problen arises when airports decline to lease space to new entrants 
unless the new entrant agrees to lease a nlnlnuM nunber of gates and ticket 
counters. This effectively precludes the availability of such space to snail 
carriers . 

When gates are not available directly from airport authorities, small carriers 
are forced to sublease space fron existing leasehold carriers. In such cases, 
there is little ability for the new entrant to negotiate favorable tenas. The 
leasehold carrier often requires the new entrant to use the leasehold 
carrier's personnel to provide ground services for the new entrant's aircraft 
and cargo. Contract terms for these services are usually presented to the new 
entrant on a 'talte it or leave it* basis. As a consequence, costs are 
excessive and subject to increase with little notice, the contract Is subject 
to tenilnation upon short notice, and usually the lessor insists on being held 
completely harmless or, at best, held liable only for Its gross negligence. 

Often the leasehold carrier insists that the new entrant use the leasehold 
carrier's personnel at ticket counters and In boarding areas. The customer 
services provided by the leasehold carrier are usually not the same quality 
that Midwest Express expects of its own employees. This Is potentially 
disastrous to a carrier such as Hidwest Express that has built Its reputation 
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on ixullMit S9rv1ce. It 1s pirticultrly Irksoae to have the perfornance of 
our alrltne resting in the hands of our conpetUors. 

VI. CQHCLUSIOH 

In conclusion, Hldwest Express continues to support economic deregulation, tie 
believe It has benefited consumers, and our Industry, greatly. However, 
regulation still exists 1n the fono of slot controls, CRS rules, and local 
restrictions on the availability of airport facilities. Soae form of 
regulation of these areas is necessary, but the r^ulations should permit new 
competition rather than Inhibit It. Otherwise, deregulation is destined to 
fail. 

S. 1741 addresses sone of the most serious inpedioents to competition. Ue 
particularly urge Congress to provide a method for new entrants and small 
incumbents to obtain slots. New coi^etltton has been foreclosed at LaGuardIa 
and Washington National Airports long enough, and we have lost faith that the 
Departaent of Transportation will address this problem. We support the 
provisions of S. 1741 requiring divestiture of computer reservations systems 
by airlines. Finally, although other provisions of S. 1741 may promote 
competition, we believe It Is more Important that the legislation address the 
unavailability of airport facilities. 

The success of Hldwest Express has come against seemingly Insurmountable odds. 
Steady growth is imperative for us to survive. Without legislative action, 
our options for expansion will be extremely limited. We urge this 
S^^oMilttee to take action to Insure the success of the best principles of 
deregulation. 
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Exhibit 1 

to StatMMDt of 

Tinothy E. HoekseM, Prtsldant 
of HidMst Express Alrltnes, Inc. 
Page 1 of 5 

MITHDRAHflL LOTTERY glHUAR TO SFAH NO. 4B. 

The following proposed rule ts based upon SpecUl Federal Aviation Regulation 
Ho. 48 which was issued March IZ, 19S6 (51 Fed. Reg. 863Z). The propostl ts 
■ffective far 5 years. It aodlfles SFAR No. 48 to prevent abuses that >ere 
nade by a few airlines. 

Soctlon 1. Purpose 

The purpose of this Special Federal Aviation Regulation (SFAR) Is to 
accomplish each year for five years a withdrawal of s ots that were allocated 
under Subpart S of Part 93 to Incuabent carriers and a real ocation by lottery 
of thosB slots and slots otherwise available to new entrant carriers and 
llMlted incumbent carriers desiring additional slots at LaGuardia and 
Washington Nat ona Airports. At the end of the five years, the Administrator 
will review the merits of continuing this SFAR. 

Section 2. Definition and fielationshin to 14 CFR Part 93. 

Subparts K and S 

Terns used in this SFAR have the same meanings as used in Subparts K and S of 
Part 93, except for purposes of this SFAR, limited Incumbents shall Mean 
carriers with fewer than 18 slots at either LaSuardia or Washington National 
Airports. The provisions of Subparts K and S of Part 93 shall be considered 
when applying this SFAR. However, this SFAR supersedes inconsistent 
provisions in both Subparts. 

Section 3. Lottery Process - General 

(a) Utilizing the air carrier slot pools established by the FAA under 
§93.ZZ3(a}(3), the FAA shall hold otteries to determine those slots to be 
withdrawn from incumtient carriers at LaGuard a and Uashington National 
Airports. The drawings shal be conducted annually after issuance of this 
SFAH for five years. A notice of each ottery shall be published by the FAA 
announcing the tine and place of the lotteries. 

(b) Separate drawings shall be conducted for air carrier slots for each 
lottery and for each of the high density airports identified 1n paragraph {a). 

(c) The slots selected in each drawing shall be determined in 
accordance with sections 4{c) and (e). 

(d) The FAA may issue special procedures to be in effect for the 
lotteries. 

(e) None of the slots withdrawn shall be slots used for international 
operations, as specified in §93.Z17(a)(l), or necessary for essential air 
service. 

(f) Hone of the slots withdrawn shall be froa carriers holding 18 or 
fewer non- International air carrier slots at the particular airport. 
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to Statenant of 

Tlnothy E. Hoaksena, President 

of Midwest Express Airlines, Inc. 

P«ge Z of S 

(g) Each U.S .air carrier operating at the airport with fever than 16 
total slots {Including all International or domestic, conauter or air carrier 
slots) shall be included In the lotteries to obtain slots under this SFAR is 
the carrier notifies the Office of the Chief Counsel, Dncket Sect On, AGC-Z04, 
800 Independence Avenue, S.l.., Washingtor. D.C. Z0591 that t des res to 
partlclpata in the reallocation lottery. The notification must be In writing 
and nust be submitted In duplicate by ten days prior to each ottery lield 
pursuant to this SFflH. The notification must nclude a certified stateaent 
signed by an officer of the operator ndicatifig tfiat the operator operates or 
has contracted for sufficient aircraft Jiaving a maximum seat ng capacity of 56 
or more to use the slots to be obta red and that the operator has bona fide 
plans to use all requested slots within the t meframe described In section 6. 

(h) Any U.S. new entrant air carrier wishing to initiate scheduled 
service at the airport, shall be Included n the lottery If U: (1) has 
appropriate economic authority under Title IV of the Federal Aviation Act of 
1958. as amended: (2) has FAA operating author ty under Part 121; and (3) 
notified the Office of the Chief Counsel, Docket Section, AGC-204, 
800 Independence Avenue, S.W., Washington, D.C. 20591, that it desires to 
participate in the lottery. He notification nist be in writing and must be 
submitted twenty days prior to each lottery held pursuant to this SFAR 
The notification must include 3 certified statement igned by an officer of 
the operator indicating that the operator operates or has contracted for 
sufficient aircraft hav lig a mailmuri certificated passenger seating capacity 
of 56 or nore to use the slot to be obtained and that t^e operator has bona 
fide plans to use all requested slots within the timeframe described in 
section 6. 

(1} No air carrier that Is a party to a proposed merger or other 
business combination for which U.S. Government approval Is pending aay 
participate in any lotteries under this SFAR if such merger or conblnatlon Is 
with an Incumbent carrier holding 30 or acre slots at the airport to which the 
lottery applies. 

U) No air carrier shall be eligible for any lotteries to obtain slots 
under this SFAR If at any tiae In the two years prior to any such lotteries 
It: 

(1) obtained slots under section 5 and failed to use them In 

accordance with section 6; or 
{!} sold, leased, or transferred, for consideration other than 

one or nore slots at the same airport, the slots selected In 

a lottery held under this SFAR. 

Section 4. Withdrawal Process . 

(a) The name of each air carrier with 30 or aore non- international air 
carrier slots (S days a week or Mre) at the airport shall be placed in 
Individual capsules for inclusion In a drawing. The name of each such carrier 
shall be placed In a number of capsules equal to 5 percent of the total nuaber 
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of «1r carrier slots held by that carrier (S days a week or wre) at that 
airport In accordance with Part 93, Subpart S, rounded to the next owest 
nunber, but not 1ais than one. The date used to detenntne slot holdings under 
this paragraph shall be twtnty days prior to each lottery held under this 
SFAR. 

(b) After each capsule Is placed In a drua, a random drawing shall be 
held to detemine the order for the selection of slots to be withdrawn. 

(c) Before any carrier is required to designate slots for withdrawal, 
unallocated slots and slots available in accordance with 14 CFR §§93.224 and 
93.ZZ7 shall be designated for reallocation under section 5 of this SFAR. 
Those slots shall be used to satisfy the provisions of paragraph (a) of this 
section. 

(d) Each tiae a carrier's name is called. It shall designate two slots 
(or one if that is all that is required] to be withdrawn and reallocated fron 
the aost current base ava able to the FAA. A carrier shall have 5 minutes to 
designate its slots to be withdrawn 01- the FAA representative will. Any slot 
designated must be in the carrier's base it -east B day; a week. 

(e) Each s1ct designated must be within hour; controlled under the 
14 CFH Part 93, Suboart K. and no more than two slots nay be designated in 
each controlled hour f two slots have been designated In each of the 
controlled hours of the day, a carrier required to designate additional slots 
■ay do so in any of the controlled hours. If a carrier does not have a slot 
in a required hour, it nay nane a slot in any controlled hour. 

(f) Ho carrier shall be required to designate nore than 5 percent of 
its total of non-internatlona air carrier slots (5 days a week or «ore] at 
the parttcu ar airport. 

(g) Slots designated for Mithdrawal under this section shall retain the 
sane withdrawal priority numbers as established under Subpart S of Part 93 
when reallocated pursuant to section 5 of this SFAR. However, slots 
reallocated under section S shall not be withdrawn under Subpart S, for EAS or 
International operations, from the carrier selecting the slot for a period of 
2 years after the effective date of this SFAR. 

Section 5. Reallocation Lotteries . 

(a) Within 43 hours fo1 owing the withdrawal lottery, a lottery to 
allocate the slots withdrawn pursuant to section 4 and those otherwise 
available shall be held on an airport -by-airport basis. 

(b) Random drawings shall be held to determine the order of slot 
selection by the carriers eligible under section 3. 

(c) An operator may select up to two slots available at the airport 
during each selection sequence, except that new entrant carriers aay select up 
to four slots, if available, in the first sequence. 

(d) At the lattery, each operator Bust nake its selection within 

5 ailnutes after being called or it shall lose its turn. If capacity still 
reaains after each operator has had an opportunity to select slots, the 
allocation sequence will be repeated in the saw order. 
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(e] No carrier »ay select nore than 18 slots under this SFAR or select 
any slots that Muld result In It having a total of nore than IB slots at any 
one alr{>ort to which this SFAR applies, less: 

(1) the number an> slots lost under §93.ZZ7(aJ during the 
previous 365 days, and 

(2) the number of slots voluntarily relinquished by the carrier 
In the previous 36S days. 

(f) If all eligible carriers decide not to select additional slots or 
have selected their MxImuM nuriier of slots, the lottery at that airport will 
end and the remaining slots will be returned to the carriers designating then, 
If any, in accordance with section 4. 

Section 6. Slot Use . 

(a) The initiation of operations with slots reallocated pursuant to 
this SFAR shall be acconfillshed no earlier than 90 days and no later than 180 
days after the lottery Is held pursuant to section 5. 

(b) Each carrier obtaining a slot under section 5 shall give the 
carrier losing the slot under section 4, if any, and the FAA, at least 90 days 
written notice prior to Initiation of service. The notice to the FAA Mst be 
uHed to the address set forth In section 3(g). 

(c) Slots obtained under section 5 shall only be used by the carrier 
obtaining them for scheduled non- International passenger service. 

(d) Slots allocated under section 5 which were withdrawn from an 
Incumbent carrier under section 4 will be returned to the incuidient carrier 
If: 

(I) The carrier obtaining the slot under section 5 fails to give 
the notice required by section 5 or does not utilize the 
slot within 14 days after the date which it states it will 
begin to utilize the slot; or 

(Z) The carrier obtaining the slot loses it under 

14 CFH S93.Z27{a) within 180 days after initiating service. 

(e) The slot -use-or-lose" provision of S93-Z27(a) of the Federal 
Aviation Regulations shall apply to those slots allocated under this SFAR as 
of the date the carrier obtaining the slots actually Initiates service. The 
provisions of §93.2s7(b) do not app3y to the slots allocated under this SFAR. 

(f) A slot obtained urrder section 5 may only be traded on a one-for-one 
basis or for ar ncreased number of slots at the same airport for 365 days 
after the carrier obtaining It under section S initiates use of that slot. 
The restrictions of th s SFAR apply to any slots obtained In such a trade. 

(g) For 365 days after initiation of service with any slot obtained 
under this section, it oust be utilized with aircraft having a certificated 
maxlauB passenger seating capacity of 56 or mora. After 365 days, the 



Digitized by Google 



Exhibit 1 

to StatMwnt of 

TiMthy E. Hoeksena, President 

of Midwest Express Atrllnes, Inc. 

Page 5 of 5 

provisions of 14 CFR Part 93, Subpart S, apply as to the kind of aircraft 
eligible to be utilized Mlth the slot. 

(h) For 365 days after obtaining slots under the lottery set forth In 
section S, a carrier nay not transfer or lease for any consideration, other 
than one or aore slots it the sane airport, any slots at that airport that the 
carrier had obtained prior to such lottery. 
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A PEWHEriT POOL OF PROVISIONAL AIR CARRIER SLOTS FOR WASHINGTON NflTlOSflL AND 
HEW YORK'S . LAGUARDIA AIRPORTS FOR THE EXCLUSIVE USE OF HEW ENTRANTS AND 
LIMITED IHCUH8E''TS. 

A permanent pool of 26 provisional slots tMu1d be available exclusively for 
new entrants and linlted IncuBbents. The provtslonal slots would hive to be 
returned to the FAA when the carrier holding the slots became a Mjor carrier 
at the airport or no onger net the use-or-Tose requlreaent for any reason. 
These slots would not be subject to any leasing or selling or transferring In 
any way and therefore could not be obtained for the purpose of gaining i quick 
profit. 

The pool is likely to provide a constant source of slots for new entrants and 
Itatted Incuabents. fa a genera rule, new entrants and lialted inciMbentS 
have expanded operations to become a Mjor carrier at the airport, merged with 
existing arge carriers or gone out of business. In any of these cases, the 
provision^a] slots would be returned to the pool for redistribution to other 
new entrants and linlted incuabents. 

SOURCE OF POOL 

A poo) of Z6 slots would be created from two sources. One source would be to 
withdraw slots fro* aajor slot holders at the airport (any air carrier with 
•ore than 20 slots would be deeaed a major slot holder), and the other source 
would be from increasing the Unit of operations In non-peak operating hours. 

First, at DCA one slot per hour froa 0700 through 2100 would be withdrawn from 
each major slot holder. This would generate 15 slots evenly distributed 
throughout the day. At LU one slot would be withdrawn In every other half 
hour period starting at 0700. Several nethods could be used to nake the 
withdrawal of the IS slots occur in an equitable Banner among the aajor 
holders. 

Another 11 slots would be created at each Airport by the FAA raising the Itntt 
of operations per hour by one In all hours except the four peak hours at each 
airport. 

All slots In the pool would have a special tag number to identify then as 
provisional and to distinguish the provtslonal slots withdrawn from air 
carriers from the provisional slots created by the FAA. LGA pool slots would 
bi usable for either arrival or departure by new entrants or United 
incuiiMnts. 
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DISTRIBUTION AND USE RULES FOR THE PROVISIONAL SLOT POOL 

Once per year the FAA would hold a lottery for qualified new entrants and 
TiMited incuabents to seek any available provisional slots. A llntted 
incunbent would be i carrier tilth IZ or fewer regular slots at the respective 
Airport. Use of provisional pool slots would be the following rules: 

1. These slots nay never be sold. They may never be traded for other 
assets or for slots at other airports. Intra-airport trades would 
always be teeqjorary, with the slot reverting to its original timefraae 
should It revert to the FAA for any reason. 

Z. Should the new entrant or limited incuabent be merged or go bankrupt, 

all provisional pool slots held by that carrier would be returned to the 
FAA for redistribution In the next annual lottery. 



a) Provisional slots created by the FAA through Increased hourly 
operations would not be used by any carrier. 

b) Provisional slots thai were withdrawn frors najor slot holders 
could either be temporarily returned to the original major slot 
holder or auctioned for short term lease by FAA to the highest 
bidder. 

Should a limited incumbent using pool slots gain regular carrier slots 
and lose limited Incumbent status, the provisional slots would revert to 
tha FAA automatically via the following sliding scale: 



PROVISIONAL 


REGULAR 


TOTAL 1 


SLOTS 


TOTAL 


SLOTS HELD 


AIR CARRIER 


SLOTS 


RETURNED 
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Senator Ford. Thank you. 
Mr. Fredericksen. 

STATEMENT OF JOHN S. FREDERICKSEN, PRESIDENT, REGIONAL 
AIRLINE ASSOCIATION 

Mr. Fredebicksen. Thank you, Mr. Chairman. I have submitted 
a full atatement for the record. I would just like to take a few-min- 
utes of the subcommittee's time to talk about code-sharing. 

The membership in my organization is particularly concerned 
about the provision of S. 1741 which, if an enacted, would severely 
disrupt the current structure of the U.S. r^onal airline industry. 
51 regional airlines are currently involved in a code-sharing rela- 
tionship with a nuy'or Eiirline. Those 51 carriers comprise the bulk 
of the regional airline industry. They carry 90 percent of the pas- 
sengers that are carried on r^onal airlines. 

"Hie code-sharing relationships range from outright ownership by 
major airlines, which is true in 15 cases, to partial equity owner- 
ship by the major airline, which is true in four cases, to pure mar- 
keting alliances devoid of any ownership by the m^or airline. That 
is true in 32 cases. 

We believe that code-sharing offers many benefits to the regional 
airline passenger. You hesird some of those from Mr. Shane today. 
It features coordination of schedules and thus greatly enhanced 
travel capabilities for the people from the small- and medium-sized 
communities in the country. The single ticketing source, usuedly 
the CRS, provides such amenities as through baggage check-in, ad- 
vance seat assignments, and boarding passes for connecting flights 
that would never be available to the small town passenger without 
this system. 

The really popular thing we have already talked about today is 
the frequent flyer mileage. People in the small- and medium-size 
communities like that frequent Ayer mileage they get riding on the 
code-sharing csurier. 

Probably the most importont advantage, though, is that the price 
is less. On the code-sharing airline, if you are going to connect on a 
major airline, almost always the add-on fare is much less than it 
would be if the two airlines operated independently. 

Competition among code-sharing regional carriers is extremely 
vigorous. That competition takes two forms. I wish Senator Dan- 
forth were here. 

Senator Fobd. So we do. We were just talking about that. Where 
is Jack when we need him? 

Mr. Fredericksen. In Springfield, Missouri, for example, a pas- 
senger has the option of TWA Express service through St. Louis, 
American Eagle service throt^h Dallas-Fort Worth, or Northwest 
Airline service through Memphis, so that even the fact that TWA 
does undoubtedly control Lambert Field does not impact the level 
of service that regional airline passengers see. 

At most of the other major hub airports that are a far distance 
apart like Dallas-Fort Worth or Seattle, there is very intense com- 
petition among the code-sharing airlines. 

We also heard some discussion of the fact that code-sharing 
might be a deceptive practice to the consumer. We don't agree with 
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that, obviously. The Department of Transportation does require 
that, in every oral communication between anyone selling a ticket 
and a passenger where there is going to be a code-sharing arrange- 
ment, that arrangement is described to the passenger. On the com- 
puterization systems, anytime you switch airlines you will see em 
asterisk so that the travel agents know that. 

The code-sharing airlines are not called the same thing eis the 
major airlines. They are United Express, TWA flxpress, the Delta 
Connector, Americfin Eagle. The passengers know they are on a 
different carrier. 

Let me make it clear, though, that it is the position of my asso- 
ciation that we are always in favor of greater disclosure to the pas- 
senger. It is our experience that a happy passenger is a fully-in- 
formed passenger. We have never opposed any proposals to in- 
crease the level of disclosure to the passengers. Over all, we think 
that code-sharing has been a real plus for the rural passengers of 
this country, and we would hate to see this legislation disrupt that. 

Thank you. 

[The statement follows:] 
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I am plaascd to b* hare today to offer the v1«h> of the S*gion*l 
Alrlln« AssooUtlon and Ita 82 maalMr airllnM on S-1741, the 
Airline Co^atitlon Enhancamwit Act. 

Rsqioiwl sirllncB providad acbsdulad airlln* aarvloa to 774 
airports, and wa anplsnad ovar 37 ■illlon paaaangara. In 1989. in 
contraat, in tlia yaar prior to dora^ulatlon, wa aarvad only 675 
airports, and carrlad only about 11 Million passangara. In 
gonaral, wa ballava that daragulatlon haa baan a vary poaltlva 
davalop»ant, for conaiuMra as wall as for tha airllnas. A 
coBpatitiva, *arkat drivan anvironaant has allowad tha alrllna 
routa systaa to grow until it Is constrainad not by aoonoMlo 
factors, but by tha affielancy of tha infrastructurs in which it 
q^ratea. Tha fraadoa troa govamaant aconoaic regulation has 
anoblad tha regional alrllna industry to trlpla in alia in tan 
years by offering high frequency sarvica in airplanes rationally 
designed to serve *adiu« and saall cooaunities. He are very 
concamad about legislative proposals to re Impose economic 
restrictions on the airline industry. 

wa believe that tha proper rola o£ the govemaent is to ragulata 
safety, and proaota the developaent of the airport and airway 
systea. At the laat RAA aoHbarabip neeting, in Hovaabar, tba 
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r alrlliMS votwd to oppomm any govartuMnt r*r*gul*tion of th* 
airliiMS, including th* Bpaciflc propoaalB contalnad In S-1741. 

CODE-SHARIHG 

Th* WA ■•■barsbip Is particularly concamad alaout tha provision 
at S-1741 which, ie anactad, would savaraly disrupt tha currant 
atructura of tha D . S . raglonal airl Ina industry . Fifty- ona 
raglonal alrlinas ara currantly involvad In a coda- sharing 
ralationship with a major alrlina. Tbosa flfty-ona carriars 
coaprisa tha bulk of tha raglonal airllna [tassangar carrying 
capacity, so that," trtilla 151 raglonal alrlinas ara currantly 
oparatlng in tha unitad statas, ooda-sbarars carry 9at of tha total 
paaaangars. 

Thosa coda-sharing ralatlonships rangs froa outright ownarshlp by 
tha Major carriar (15 airlinsa) i to partial aqulty ownarshlp by tha 
■ajor (4 alrlinas) > to pura markatlng alliancas davold of ownarshlp 
by tha aajor alrlina (33 alrlinas). 

It is not claar trem an initial raadlng of tha proposed laglslatlcn 
tAathar or not a fully ownad aubsldiary of a aajor alrlina would 
ba consldarad a coda-aharar. Evan tbosa raglonal carriars which 
ara fully ownad by a «ajor ganarally usa a saparata FAA oparatlng 
cartificata, oftan as a ragulatory nacassity bacausa thay oparata 
saallar aircraft undar diffarsnt FAA rulss. If a fully ownad 
carriar would not -ba considarad a coda-sharar undar tha provisions 
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of 8-1741, tlia •tfct of th* bill would b« to fore* wijox airllnaa 
to attcBpt to purchaa* their currently indspandant raglonal 
partnara, or faca >ajor coapatitlva dlaadvantaqaa In ralatlon to 
thoea Major carrlara vith ownarahip control ovar thalr raglonal 
faad traffic. Ha do not ballava tliat tha draftare of S-1741 
Intand to promota tha further concantratlon of tha alrllna 
industry, but that would auraly ba ona raault of thia laglalatlon. 

Coda-aharing offara Kany banaflts to tha raglonal alrllna 
paaaangar. It faaturaa coordination of achadulaa and, thus, greatly 
enhanced acheduled connections between the regional and the major. 
It provide* a aingla ticketing source idiich, in moat cases, offers 
lower through faraa than would otharwlae ba possible If the >ajor 
and the regional operated totally independently. The single 
ticketing source, usually a coaputer reaarvation systea, offers 
such aaanltles as through baggage check- In, advanoe aaat 
assiqnHenta, and boarding paaaas for connecting flights. Another 
powerful, and popular incentive for the traveler to prefer the 
code-sharing aatvlca Is tha frequent flyer sllaage which Is usually 
available on the code-sharing regional flights. In ac«a rural 
areas of the country, i4iara tha vary existence of airline service 
is aoaatises tenuous, tha code-sharing relationship allows tha 
regional carrier to tap into tha major's advertising and marketing 
powar to ganarata traffic, thus, helping to ensure the oontlnuad 
viability of service. When a regional airline passenger buys a 
ticket idiich includes a connecting flight on tha major, tha add-on 
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cost for tta* ahort lutul aagasnt of the trip ia oftMi «ucb lama than 
tha raglonal alrllna would ba able to offar aa an indapandwit. 
Banning coda-sharing would, thua, cauaa an incraaaa in airfaras 
for ragional airlina paaaangara. 

Coapatition avong coda-aharlnq raqional carriara ia axtraaaly 
vigorous. That coapatitlon takaa tvo forma, intrahub and interhub. 
In Springfiald, Hisaouri, for axa^pla, a paaaangar haa tba option 
of THA Expraaa aarvlca through St. Louis, Aaarlcan Eagla aarvica 
through Dallaa FT. North, or Horthwaat Alrlink aarvica through 
Haqthis. In thosa araaa of tha country without atrong intsrhub 
co^Mtition, Intrahub conpatition la vary atrong. Saattla, with 
its atrong co^^tltion batwaan Horison and Unltad Expraaa, or 
Dallaa, with strong conpatition batwaan Amarican Xagla and tha 
Dalta Connactor, ASA, ara good axaiq>laa of Intrahub coiq^tition. 

It ia trua that a naw antrant carriar without a coda-sharlng 
agrsavant say hava a coi^iatltlva dlaadvantaga baginnlng aarvica at 
a hub airport, niat co^atitlva dlaadvantaga doas not translata 
into any dlaadvantaga for tha passsngar, sines, aa X sitplalnad 
abova, tha coda-aharlng narkata ara all highly coapatltiva. Racant 
axparlanoa has shown that thosa Indapandent oarriars can ba 
auccaaatul by providing point to point aarvica batwaan asHllax 
aarkats, bypassing tha hub airports. Honcoda- sharing carrlars ara 
continuing to thriva In wuiy thin or raaota BsrXats which do not 
Intaraat tha aajor airlinas, or in saasonal markats «diich cannot 
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justify a continalng cod«-mhsrlng ralattonahlp. 

Tm aajor qavmrammnt BtudicB h*v* r«o*ntly sddra***d th« lasu* of 
eoda-Bbaring and Ita affect on ooapatltiva airlina aarvlca. 
n* oftlca of Tranaportatlon of ttia Dapartvant of Aqrlcultura 
ralaaaad a study In Octobar of 1989 which found no data to 
daaonatrata that oodaaharlAg bad raaultad In highar rural air 
f aras . ^m Dapartaant of Tranaportation , In tha Raport of tta* 
Sacratary'a Task Torca on Dosaatlc Alrllna Coq^atltlon, statad that 
tha nuBbar of rational airlina varkata racalvlng co^^titlva 
■axvloa may In fact hav* incraaaad during tha last f«w yaara. 



Sosa critics of coda-aharing contand that tha conauMar ia aoaahow 
balng alslad whan th* ragional airlina and tha Major carrlar with 
Nhich it coda-aharas ara not tha aiaa company- nia ragional 
alrllnaa favor tha graataat dlaclosura posalbla to tha passangar 
Mian ha boys a tlckart. tM ballav* that tha currant DOT rulas 
laqulring a passangar to ba lnfor*ad If ha will ba ominactlng on 
an alrllna dlffarant than tha najor <arrl«r ora adaqoata. 
Kavartbalass, w« hava navar oppoaad any proposals for aora 
SKpanslva dlaclosura of oparator or aqnipaant, aincs ■ battar 
Inforaad paasangar Is ganarolly a happlar ona. 



lbs conc^ t of coda-aharlng was axtraasly oontrovarslal within tha 
ragional airlina Industry only fiva yaars ago. It ia still not 
nnlvarsally lovad by ths ragional a, iprimarily bacanaa of tha 
dynaaloa of portnarship agraa»anta whan ona partnar Is draBaticrally 
largar than tha othar. Ovarall, howavar, RAA aawhar alrlinas 
ballava that coda-sharijtg has baan a raal plus for oar gnat o»ars, 
tbs pasBswgsrs, and wa cannot si^ po r t lagislation idiicti would 
sttaapt to turn bacik tha clock. 
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STATEMENT OF JAMES E. JOHNSON, PRESIDENT, AMENCAN AS- 
SOCIATION OF AIRPORT EXECUTIVES, ON BEHALF OF AIR- 
PORT OPERATORS COUNCIL INTERNATIONAL; ACCOMPANIED 
BY GEN. DON BENNETT, VICE CHAIRMAN, GOVERNMENTAL AF- 
FAIRS COMMITTEE 

Mr. Johnson. My testimony today is on behalf of the Airport Op- 
erators Council Intemationtil and the American Association of Air- 
pcrt Executives. 

On my far left is Don Bennett, Director of Airports, Lambert St. 
Louis International Airport and the Vice Chairman of AOCI'b Gov- 
ernmental Affairs Committee. 

For the Bake of brevity, I will summarize our comments and ask 
that our full witness statement be included in the hearing record. 
We want to thank you, Mr. Chairman, for holding these hear- 
ings. The issue of airline concentration and competition has 
become a growing concern to airports throughout the country, and 
we are pleased to have the opportunity to express our concerns 
today. 

We also commend Senators Danforth and McCain for introducing 
S. 1721 and generating a much needed debate about the impact ^ 
diminished airline competition on the present and future air trans- 
portation system. We believe that the trend toward increased air- 
line industry concentration is serious and that immediate action is 
needed to enhance competition and preserve the spirit and benefits 
of the regulation. 

As public officials, our members have a direct interest in expand- 
ing airline service to and ft-om their communities and ensuring 
that passengers and shippers have competitive service and fare op- 
tions. Of course, much of t^e concentration we now see stems from 
many airline mergers, consolidations and bankruptcies that have 
occurred in recent years. While we are not here to second guess the 
Department of Transportation's handling of mergers and acquisi- 
tions, we do believe that government must be more vigilant in re- 
viewing mergers within the industry to prevent any further con- 
centration or decline in competition. 

As you and meuiy Members of this subcommittee remember, the 
principal issue in the debate that led to deregulation of our airline 
industry was its high level of concentration. In just over a decade, 
the industry has gone from highly concentrated to open entry and 
back to highly concentrated. 

Does this current state of the airline industry warrant rer^ula- 
tion? We believe the answer is no. Deregulation has provided many 
benefits to the Nation, and the hub and spoke system that has 
emerged has been a key factor in allowing airlines to operate more 
efficiently and to offer greater service options to the traveler. We 
risk, however, losing the benefits of deregulation when one or two 
carriers can dominate a hub airport to the point where even the 
potential for meaningful competi&on does not exist. 

Currently, at 11 of the top 30 airports one carrier emplanes at 
least 50 percent of all passengers, and at seven airports one carrier 
alone handles more than 75 percent of etll the passenger boardings. 
Studies reveal that the yields of the dominant carriers are signifi- 
cantly higher from local passengers than from passengers who jxn- 
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nect through the same airport. This raises the question about 
whether CEuriers which dominate speciilc airports are pricing local 
fares higher because of inadequate competition. 

Let me emphasize that this is not an ailment against hubs. It 
is Em ai^ument for making sure that there is competition or at 
least the opportunity for competition at hub Eiirports. In theory, de- 
r^ulation permits competitors to move into noncompetitive mar- 
kets. However, it is not easy to atart an airline these days. Some of 
the factors that are perceived as creating the greatest potential 
barriers to open competition and remedies for these obstacles have 
been identified in S. 1741. 

While we are not in a position to address some of the specific 
remedies in this bill, we do support their intent. The concept of re- 
versing the burden of proof in cases of extreme concentration is an 
attractive philosophy, as it provides the incentive for a dominant 
airline to avoid overconcentration. We would also mention our 
members' support for code-sharing as a benefit to smedl community 
air service. 

The barriers to entry we would like to focus on today are ones 
that airports can help overcome if Congress will permit us to do so. 
The lack of airport capacity in general is a contributing factor to 
our current competition and eiir service problems. 

Today it can be very difficult for a new entrant or an existing 
carrier to obtain Eiccess to airport facilities that are critical to the 
start-up or expanding of service. DOT's buy-sell rule has certainly 
compounded capacity problems systemwide by creating obstacles 1» 
new entrants and growing incumbents seeking access to the four 
major airports under this rule. 

We believe buy-sell in the high density rule itself should be revis- 
ited in order to develop a more equitable market-bfised method of 
allocating slots. To the extent slots are reallocated, the proceeds 
should be designated for airport capacity enhancements. 

Another serious constraint to market entry is the lack of com- 
petitive gates. Our recent survey revealed that competitive gates 
from the 30 largest U.S. airports for new airline service are ex- 
tremely scarce. These 30 airports enplane nearly 70 percent of all 
domestic traffic and represent some of the most attractive markets 
for a prospective new entrant carrier to enter. If gate facilities are 
not avEiilable directly from the airports, new entrants would most 
likely have to seek subleasing arrangements with competing in- 
cumbent airlines to obtain these facilities. However, subleasing re- 
quires the new entrcints to negotiate terms and fees with an incum- 
bent carrier who can choose to deny access to a potential competi- 
tor or impose charges and terms that disadvantage the new en- 
trant. 

Further compounding a lack of available existing gates is the 
large degree of control that incumbent airline exercises over air- 
port's ability to fund and construct new gates. Megority-in-interest 
clauses and similar provisions commonly found in airport airline 
use and lease agreements can give airlines effective control over 
the construction, financing and assignment of new gates and air- 
port development in general. Twenty-five of the 30 leu'gest airports 
have at least one such restriction in their airport use and tease 
agreements. This indicates that the incumbent airlines have con- 
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siderable power and persuasion over airport development, particu- 
larly capacity enhancement projects. 

Many of t^e current constraints to increasing capacity could be 
overcome if Eiirports were given the flexibility to become more self- 
su£FicieDt. While the current airport improvement pn^am hfis 
been beneficial to airports, it has not provided enough funds and 
flexibility to buUd the new capacity enhancements. Gates, for ex- 
ample, are ineligible for Federal funding. One solution to the over- 
all capacity crunch is for Congress to return to airports the author- 
ity to assess a modest charge on air travelers using their facilities. 
I^rior to 1973, airports had such authority; however, when deregu- 
lation WEis enacted the Federal prohibition on local passenger fadli- 
ty charges was not repealed, and the local and State governments 
responsible for financing our Nation's airports were left with limit- 
ed resources to meet growing Eiir traffic demtrnds. A passenger fa- 
cility charge, more commonly known as PFCs, would allow airports 
to increase capacity and build new competitive facilities and thus 
provide their communities with new service opportunities. 

We believe the approach taken in S. 1741 would be very benefi- 
cial for competition by permitting concentrated hub airports to 
impose PFCs subject to DOT approval; however, we also believe 
that all airports should have PFC options. Over the next five years, 
an estimated $50 billion will be required to finance airport im- 
provements. 

Mr. Chairman, we understand your concerns r^arding PFCs and 
the need to spend the aviation trust fimd surplus for its intended 
purpose. We, too, want to see the trust fund provide more dollars 
for airport capacity, and our two associations remtun committed to 
working with you as you continue your valiant effort to reform the 
FAA and the current budget process. 

In conclusion, AAAE and AOCI believe that S. 1741 is a positive 
approach in addressing the problem of concentration. The PFC and 
slot allocation provisions in particular are perhaps the best way to 
remedy the current problem while preserving deregulation, "fiiey 
at least would give airports the tools to do our part in preserving 
and promoting competition. 

Both Don and I would be happy to respond to any questions. 

[The statement follows:] 
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Hr. Chairaan and Hambara of tha Subcosaittaa: 

I appraciata tha opporcunity to testify today on bahalt of tha 
Airport -Operators Council International (AOCI) and tha Amarlcan 
Aaaociation of Airport Executives (AAAE) . AOCI rapraaanca tha 
local, regional and state governing bodiaa that own and oparata 
the principal airports servad by achaduled air carrlara in tha 
United States and throughout tha world. UkAE la tha 
professional organization rapreaanting airport axacutivaa vho ara 
responsible for tha planning, Banagamant and oparatlon of 
airporta nationvida. 

Wa vant to thank you, Mr. Chairman, for holding thaaa haaringa. 
Tha issue of air-line concentration and coapatition has bacona a 
growing concern to airports throughout tha country, and Ve are 
plaaaad to s«e that you af* looking into It. Wa also comnend 
Sanatora Oanforth and McCain for introducing S. 1741 and 
ganarating a much needed debate about tha iapact of diminished 
alrllna competition on tha praaant and futura air transportation 
■ystam. 

AOCI and AAAE baliava that tha trand towarda graatar airlina 
concentration and reduced conpatition ara ■■rious and that active 
stapa are needed to enhance competitive opportunities and 
preserve the banatita of deregulation. As public ofclcialsi our 
nambers have a direct intarast In expanding airline service to 
and fron their communities and providing coapatitiva service 
options and affordable fares for passengers and shippara. 
Aviation grovth is critical to the economic vitality of our 
camunitlaa. In addition to the direct benefits afforded 
travelers and shippers, a growing local air travel market qlao 
translates into AOra jobs, greater tourism and many other 
•cononic benefits which contribute to a healthier local economy. 
That interest Is not served howaver when competition and 
•xpansion ara stifled or artificially constrained. 

Tha first step Is to identify tha extent of tha pr^lea and its 
•ffacts on coBpetition and air fares in the industry. The 
information you ara gathering through these hearings is shedding 
some needed light on tha subject. A number of parties, including 
the Departaent of Transportation and the General Accounting 
Office ara examining the issue and iti impacts. Their data and 
analyses certainly show that problems do. In fact, exist and give 
all at us reason ta believe that it must be addraasad by 
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Con^rus. AOCI and MAE hav« also axBainad tbla laau* fro* th« 
parapaetiva of airports and thalr coaaunltias, and va hava aoaa 
Insights to offar which I will discuss a littla latar. 

While the acope of the problem 
aicuacion dnd eoerging trends a 

CoDunittee. Some facts sre indisputasiB: one. there -are far 
fewer air carriers today than at any tine since airline 
deregulation. Only five of the 77 i^aw airline entrants that 
existad following deregulation still axist today Two tha 
Biarkat share of the tiva largest carriers has grown substantially 
■t aany airports. At seven major airports one carrier now 
handles mora than 75% of all passenger boardin9B. 

Of course, auch of tha concentration we now saa stana from tha 
nany aargars, consolidations and bankruptcies that have occurred 
in recent years. He're not here to sacond-guass DOT'i handling 
of mergers and acquisitions However, we do believe that, givan 
the present situation, the government must ba Buch rnOr* vigilant 
in reviewing any further aargers within the industry to pravant 
further concentration or daclina in coapatition. 

M-MaCI ATIOK ta HOT Tgg aoLOTIOM 

Ma also want to caution against efforts to ra-ragulata tha 
airline industry. That is not the answer to our currant 
problems. Deregulation has provided many banafits to tha nation 
and air travelers, not the least of which era batter service to 
more places and generally lower fares, which hava largely 
contributed to tha growth in passanger levels and air traffic. 
Mora people are flying because of deregulation and wa should not 
turn back the clock. The hu^i-and-spoXe systan Chat has emerged 
since deregulation has also been a key factor by allowing 
airlines to operate aere efficiently and to offer greater aarvic* 
options to travalars. Hubbing has bean banaEicial for air 
travalars, specific airport comnunitiea and tha nation as a 

However, va aust ba concamad with tha prospact of ana or two air 

carriers doainating a hub airport to ttia point whara avan tha 
potential of naanlngful competition doas not exist. Ha riak 
losing the benefits of deregulation it va don't take steps to 
address concentration and to promote coapatition. 

Competition is easantial to keep oui dynamic, fraa varkat aystaa 
in balance. Inadequate competition allows those who hava 
dominant control of a market to exploit cuatoaars, and incraasas 
tha risk of ant i -competitive practices. 

Data praparad by Boeing and published by Airline Economica, Inc. 
<Attach«ant 1} shows that at hubs where aargad carriars anplanad 
at least 50 parcant of total |>aasangars, tha yields of tha 
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"dealnant" c*rrl«ra ura ■iqniflcantly blghar txom local 

oriqlnation and dastinatlon paaaangara than Croa passangara who 
connact through tha aana airport. Currantly 11 of tha top 10 
airporta hava ona carriar vhlch anplanaa 50% or mora at all 
enplananiantB. This raiaas quaationa about whathac carriers which 
dooinata apaciflc airporta ara pricing tickata and receiving 
highar yields troin tha local origination and daatlnation (DbD) 
paaaangars because of inadequate compaticion. 

Let M eaphaaize that thia ia not an arguaent againat huba, it ia 
an argunent (or making sura there ia coMpetltion, or at least tha 
possibility cf conpatition at hub airports. In theory, 
deregulation pemita competitors to aove into non-coapstltive 
Darkacs. Hovaver, it is not aaay to Btart up a naw airline these 
daya. it can also be very dittlcult Cor a n«N entrant or an 
axistlng carrier to obtain access to airport facilities that are 
critical to atart up or expand service 

>mPQKT CAPACITK PHOBLBMS M TO WllDIlia MBBOa 

As a result of the great increaaa in air travel and cargo 
ahipmenta uhich deregulation has produced, our nation faces a 
criais in aviation congestion In 1997 U.S. airports enplaned 
471 million passengers; by the ya&r 2000, FAA Corecasts that this 
will grow to 820 villion, an increase of 74 percent, and that 
aircraft oparatlans will increase by 33 percent. 

In 1987, 21 major airporta ware conaidered by FAA to be 
"seriously congested," that is, they each eicperienced mora than 
20,000 hours of delay annually (an average of 59 hours of 
aircraft delay every day), while aoma had over 100,000 delay 
hours. Barring major improvements in airport capacity, FAA 
estimates that aliout 40 airports will be seriously congested by 
1997, affecting SO percent of all air paaaengers. These delays 
are costly. PXA aatimatas that eacb 20,000 hours ot delays costs 
the airlines S32 million, and tAat airlines and pasaangers ara 
paying S4-6 billion due to increased operating coats and loat 
ti»e. To put it in layman'a terma, as one congraaaman did 
recently, if w« don'-t do soDathing to laprove airport capacity 
soon every day will ••«■ like the day bstara Thanicsgiving at our 
nation's airports. 

The lack of airport capacity in general la a contributing factor 
to our current competition and air service probiemi. Wa simply 
have not built enough facilities to keep pace with the dramatic 
growth in traffic and paasengers. I don t hava to tall this 
Committaa about the shortcomings of tha federal Airport 
loprovamant Program, which has been inadequately funded to meet 
pressing airport aitpansion neads. Airport capital development 
needs ara groving, aa evidenced by the recant AOCiyAAAE capital 
neads turVay which raveala that airports nationwide require S50 
billion in funding between 1991 and 1995 for essential and needed 
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capacity anhancuMnt prajwcts and Cacllity iaprovaaanta (••• 
AttachMMit 3.) Tha FAA ham alao idantifiad alBllarly draHtle 
airport capital naeds ovar tha naxt flv* yaara. Claarly, tha AIP 
progran and axistlng airport funding sourcas will (all tar short 
of meeting a ;io billion annual airport Cunding naad. 

BXRRIBM TO ZMTM 

Airport capacity constraint* serve to Imit tha potential for naw 
and expanded air service. Other "barrior»-to-antry" have baan 
identiflsd in various competition studies. These include tha 
sheer market power of the dominant carrier already entrenched at 
an airport, which can temporarily undercut prices to stave oft 
neu coDpetition, frequent flyer programs and airline-owned 
computer reaervations aystcms These are SBong tha tools that 
incumbents air carriers can employ to naintain thair dominant 
position and effectively bloctt new competition. S. 17*1 
, addresses many of these. Ms are not in a position to endorsa 
the specific remedies called for in sooe provisions in S. 1741 
with regard to these issues, but we do support their intent. Tha 
concept of reversing the burden of proof in cases of extreme 
concentration is an attractive philosophy, as it provides the 
incentive for a dominant airline to avoid over-conc« ■ 
would wish to mention our members support for code-i 
benefit to small community service For many small communities, 
particularly those in the essential air service program, code- 
sharing has helped improve service frequency, and reliability by 
creating on-line service and convenient connections. A variety 
of service enhancements, such as special baggage handling, use ot 
th* same in-housa reservation system, and through seat 
assigiwants, hava been uad« available to the traveling public 
through tha usa of code-sharing Hlttaout this unique markatlng 
arrangement, it would not be economically leasibla for the 
commuter carrier to market their sarvica in distant cities. Ha 
would Ilka to focus on barriers-to-entry which airports can halp 
overcome if congress will permit us. 

BIdH HtMBlTY »i«PQM amra 

Ona barrler-to-antry which bears scrutiny is tha slot syata* at 
tha nation's tour High-Density airports, which, since 1969, has 
restricted tha number of landings and taka-offs DOT'S "buy- 
sell" rule compounded capacity problems at the four High Density 
airports by giving away valuable slots to incumbent carriars. 
Buy-sell has created another set of obstacles to new entrants and 
growing incumbents seeking access to thoss airports and affaeta 
not only those four airports but many other markets which could 
be served from these airports. Obtaining slots bacoaes tha 
critical aleaant for a carrier seeking to serve those aarkats, 
which by dafinltlon, have graatar devand for sarvica than tha 
systsB currsntly allows. 
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Haw antrants hava at tiacs paid ■illlona of dollars to incuabants 
for sloCB for which -thosa incumbents paid nnthln^ . This 
obviously plac*B tha ti«w entrant at « savAta compatitiva 
disadvantage. In other cases nau antrants ara unabla to 
purchase a slot at any price — th«y are aiaply "not for sala". 
hOCl ard AAAE believe that the "buy-sell" rule, and tha High 
Density Sule itself should be revisited in order to develop a 
Bora aquitable marXec-based natbod of allocating aloca. 

To the extant slots are reallocated through an option, tha 
proceeds should be designated for airport capacity anhancansnt. 
IncuBbsnt slot holders should not be paraitted to sail thair 
slots (or corporate (irbfit:. Slots should be raclaimad and held 

in the public domain where they belong* 

MCl XIKPORT g*TH * V>IIABILtT1f SUltTBY 

Another sarious constraint on market entry wa would lilca to focus 
on is the lack of available and competitive gates, which ara 
critical to preserving and promoting airline coapatition. Wa 
conducted a survey of our U.S. airports last year to dataraina 
tha availability of ^competitive" gates. Wa have also gathered 
inforastion on the degree of airline control over airport 
development through uaa and laasa agraaaants at large airports in 
Che United States. 

Our gate availability survey (saa attachaant 3) was based on a 
hypothetical situation in which a U.S. air carrlar is saalcing to 
start service t-a tha sirport. Tha naw entrant's raquast for 
■coapatitiva gates" presented its ainiaua start-up service 
raquireaants as follewsi 

"Tha start up of service will at first require at least 
three gatef in your busiest peak hour, none of which 
aay be remote and all of which must be able to handle 
at least a DC-9/B-'27/B-757 type aircraft. All flights 
Bust be turned around in one hour." 

The three gate specification is the bare ainiaua required to 
start up a saall hub. Typically, an airport needs at least five 
gates to start up a hub operation. An airline needs at least one 
tull-sarvice gate to serve an airport in a ainiaal fashion, as a 

For tha purpose of the survey, a "competitive gate" was defined 
as tha composite of the five terminal facilities naeessary to 
provide airline servlcai aircraft parking position pataengar 
loading and unloading facilltlaa passenger hold rooui passenger 
check-in counters, bag make up and operations space; and, baggage 
claim facilities. It vas emphasized that aJU of these facili- 
ties had to be available from the airport operator at coapetitive 
rates and use conditions. 
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This strict definition asaursd that gats facilities and rslat*d 

servlc«B could bs provided on a truly co»p«tltiv« basis, undar 
tha sama conditions and terns as are available to incunbents, and 
thac no compon«nt could be manipulated by a competing interest. 
For instance if gates are subleasad or ground handling services 
are contracted from an incuabant carrier by a new entrant, the 
terms often includa short notice recall provisions, higher rates 
and foes or a lower service quality which can put the jiaw entrant 
at a coMpetitiva disadvantage vis-a-vis tha incumbent carrier. 

It is iaportant to note that, at so>e airports, a new entrant 
airline may be able to obtain gate facilities on a competitive 
basis from an incumbent airline such as through subleasing. 
However because there is nO assurance that the new entrant could 
obtain such gates or sublease them on competitive terms gates 
that may be avail-able only by agreement of an Incumbent airline 
were not conslderad "competiti-ve" or "available" in our survey. 

Ths key findings relate to the potential of airports to provide 

competitive gates during the peaK hour. The results tor the 30 
largest U.S. airports revealed that competitive gates for new 
airline service are extremely scarce. These 30 airports enplaned 
320 million passengers in 19S7, nearly 70 percent of all D.3. 
traffic. Undoubtedly, these airports ropresant so>e of the Boat 
lucrative markets for a prospective new entrant carrier to enter. 

Out of a total of 2,49S gates at the top 30 airports, only 91 
gates, or two percent (It] , could be made available during the 
airports' peak hour. Even when ve examined gates that could be 
aada available at othar hours or within six BOnths of the 
entrant's request, with the exception of one airport only a 
small nuBber of additional gates could be Bade available. 

Only five of tha airporta surveyed could provide the three gates 
necessary for our hypothetical airline to start service. t£ the 
mlnlBUM number of gates assumed to be necessary to start a hub 
were increased to five, only three airports could Beet this 
requireBent. Nineteen airports indicated that they could provide 
ng gates. 

At this point, I should note that it is not surprising that the 
top 30 airports do not have much excess capacity. The current 
legal and financial arrangements under which most airports 
operate make it Imprudent for airport managers to "overbuild", or 
build more capacity than carriers have firmly committed to. 
However, given the capacity crunch that Is threatening to stifle 
our national economy, It is time to consider changing some of the 
financial and legal restrictions an airports so that it becOBSB 
prudent for airport managara to build capacity early, rather than 
later. I will elaborate on this later in By discussion of the 
■passenger facility charge. 
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Sinc« airport tarainal Cacllitiaa and aarvieaa Bust ba availabla 
and asalqnabla on a coDpatitiva basis to provlda potantlal naw 
antranCa aqual accaaa to aarlcats, tha qata survey findings 
indicata thare is littla opportunity for naw antrants to start a 
competicivo aulti -airport routa natwork. 

If coi|^stitlva gata facilitias ara not availabla diractly fros 

the airports, new entrants would most likaly have to aaka 
arrangements with competing incumbent airlines in order to gain 
access to most airports. This would require subleases undar 
vhich the Incumbenr.s may command higher rates, feaa and chaigas; 
ground handling and other service requirements (such as fuallng, 
towing, baggage control, food servlca, t Balntananca) ] and short 
notice recall. 

Such sublease requiremanCs would increase tha naw entrant's 

economic coats through the imposition of premium charges and/or 
by a potential lower service quality because of its dependence on 
the incumbent airline's personnel for essential services. Thus, 
the ability of -a new entrant to provide true compatition to tha 
incuMbent is substantially constrained. 

AIRLIHE LEMg COH TBOL OVER AIRPORT CUPHCITX 08VgI<OP HgW 

Airport terminal facility areas have been traditionally leased to 
airllnea on a long-term exclusive-use basis, usually 15-10 years. 
Exclusive use means tha assignment of facilities to a particular 
signatory airline foe its sola use In providing specific aviation 

Hany airport leases contain "Baiority-in-interaat" (Mil} clauses 
which give the signatory carriers approval over Bajor capital 
improvements, such as naw runways or terminals or ma^or expan- 
sions or renovations. The ability of an airport to increase 
gates and related facilities and add capacity for neW carriers is 
often constrained by lease agreements and contractual provisions 
with its incumbent carriers. In their competition studlaa, botb 
DOT and GAO have identified KII clauses aa one of tha w>at 
significant conatrainta to new entrants concern arises over tha 
extent to which "oajority-in-interest" clauses give incumbent 
carriers not only substantial control over the use of existing 
facilitias, but ov*r the development of new facilities as well. 
Mil clauses can cover the airfield terminal or both Tha 
definition varies from airport to a ixport but ia usually basad 
on percent ot operations, landed weight enplaned passenqers or 
terminal space rented. The degree of control varies from 
requiring airline review of planned projects to complete veto 
'power over airport capital improvement project* Such controls, 
in some cases, can become de facto barriers to entry for new 
competitors. 
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At many kirports, th* incuabant airlinas h*v« virtual v«to powar 
ov«r th* conatruction and financing of Raw facilltiaa. Th«s* 
lasses UAny ot which vara antared into bafora darcgulation, hava 
bBcoma a two-edged sword. Thay give the airport aasurancas ot 
the airline a comffiitnant to the airport, and a guarantee of 
revenues to enhance the airport's ability to lasue bond* toir 
financing capital improvenents. They also qlva th« airline a 
degree of control ovar the airport's action* In exchange tor ita 
financial connltment. However, these lease provisions -can also 
inhibit efforts to build new capacity that would benefit the 
local community and enable a potential airline competitor to 
start OT axpand service and offer compatitiva fares and aarvica 
choices for the consumer. 

Compounding the lack of available gates !■ tha larga degraa of 
control incumbent airlines exercise over an airport's ability to 
fund and construct new gates and new capacity. Raquiramants for 
airline approval of any of tha following can give airlines 
eftactiva control ovar construction and aaslgniMnt of new gate 
capacity! 

o projects above a certain cost; 

o adjustment of tha landing fee to pay debt sarvlca; 

o adjustment of terminal rentals or use fees to pay dabt 

aarvlca and operating costs; and 
o bond sales to fund new qate capacity. 

Two other types of contract provisions which can inhibit an 
airport's ability to raise funds CroB airline users to cover 
capital costs are: 

o clauses which prevent tha airport fro* charging 
"additional rates, tees and charges"; and 

o clauses that prevent the airport from changing its method 
of calculating its landing fee. 

Since any of thasa restrictions can affectively stifle an 
airport's ability to pursue needed capital laprovaaants, it Is 
Important to consider then in combination. Twanty-flva of tha 30 
largest airports (or S3t) have at laast one of tha above air- 
line/airport usa and lease agreement restrictions This indi- 
cates tha incumbent airlines have considerable power and suasion 
ovar larga airport development, particularly capacity enhancaaant 
project*. 

Thus, you can sea that tha gate availability survey indicates 
that compatitiva airport gates are extremely scarce and that tha 
airlines have a high degree of control over airport capacity 
enhancement and capital development. Our hypothetical nav 
entrant who could not obtain adequate gatas directly from tha 
airport or sublease gates from an incumbent on compatitiva terms, 
would have little choice but to ask tha airport to build new 
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gates. Biit thcra nqain, that option aay not ba viabla If th« 
Incumbent alrlinas faar compatition and thwart nav construction 

through thoir contractual controls 



It should be noted that, under the currant statutory criteria, 
the elements that we have identified as coBpriaing a coapatitiva 
gate would be inaligibla tor federal Airport Improvement Progras 
(AIP) funding, av«n if auch funding were available in suCticiant 



0ns solution to the overall capacity problem, and particularly 
the lacX of funding for gatss, is for congress to return to 
airports the authority to assess a charge on air travelers uaing 
their facilities By giving airports the option of assessing 
what has become known as a local passenger facility charge, or 
PFC, Congress would be talcing an important step in providing the 
additional funding source airports need and enhancing the ability 
of airports to finance and build capacity projects. It would 
enpovef airports to increase capacity and build new competitive 
facilities, and thus provide their communities with new service 
opportunitiea by new entrant carriers, as wall as incumbents. 

The PFC would also enable airports to become more salf-rsliant by 
enhancing their ability to finance projects through the bond 
market. An independent local revenue source, such as a PFC, can 
be leveraged to dramatically increase bonding power. He have 
attached to our statement (Attachment 4) a comparison of th* 
amount of funds airports now receive through AIP entitlement 
funds, and the funds that could be raised through a aodest local 
passenger charge coupled with greater bonding power. This would 
provide the means for a significant expansion of airport capacity 
nationwide, which all aviation groups agree is critical to future 
growth of our national aviation system. PFCs can provide a 
stable and substantial stream of revenues that airports of all 
siias can use to repay d«bt service and thus obtain better access 
to the bond markat for the capital funds thay nssd. 

He ar« currently sssting with aviation groups, including the 
airlines in an effort to address legitisate concerns they night 
have on the inplenentation and use of a PPC. AOCI and AAAE are 
firmly conmitted to the notion that any funds generated by a PFC 
must be spent only for airport capital development projects — 
for projects that enhance capacity, security, safety, or noise 
mitigation — and for developing new airports. {Attachsent 5) PFC 
revenues could also be very beneficial to finance the expansion 
of general aviation and reliever airports, where such projects 
would help relieve congestion at the primary airport. 
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H« b«ti«v* tb* upproach tak«n in S. 1741 would b« vary b«iwficial 
for coDpetition, by p«raittlng "concentrated hub" airports to 
impose PFCa, albeit subject to DoT approval. Howavar, Wa would 
recDDunend that a broadar provision allowing all airports tha 
local option of imposing PPCs would ba tha bast way to asaura 
system wide capacity to solve problaas before an airport bacoaes 
concentrated. This would enabla airports to finance the 
construction and expansion of naw faollltiaa and gates that are 
needed by both new entrants and incumbent carriers which need to 
expand. Expanded airport facilities afe critical to providing 
conpatitiva opportunities and, most importantly, the threat of 
new coapatltion which la asaantlal to aaaurlng coapatltiva air 

I( tha federal govarnaent cannot provide tha subatantially highar 
funding that airports naad, than it la incuabant on tha 
qovemaant to at laaat give local airport authorities tha aaana 
to raise funds froa paaaangara who daaand and naad battar 
facllitlas, raducad delays and tha banaflta of coMpatitiva air 

In this era of evar-tigh toning fadaral budgats, an aspacially 
attractive feature of the PFC option is that it has zero impact 
on tha federal budget. Congress thus has tha opportunity to 
promote needed infrastructure development, which will have 
benefits multiplied throughout the economy, without exacerbating 
the federal deficit. Tha other advantage la that by keeping 
these funds locally, thay will not ba tied up in the federal 
budget and appropriations process. Thus, they will provide a 
reliable source of revenue that airports can count on for 
facility planning and capacity expansion. Ha think this is a 
"wln-win" situation for all parties. 

In conclusion, AOCI and AAAE believe that S. 1741 is a positive 
and necessary approach to airline industry competition problems. 
The PFC and slot allocation provisions, in particular, are 
perhaps the best way to remedy current probleas while preserving 
deregulation. They at least would give airports the tools we 
need to do our part in preserving and promoting cospetition and 
enhanced air service. We strongly urge the Committee to consider 
local airport passenger charges as you study possible solutions 
to the concentration problem, as well as means of funding needed 
airport developaant. Thank you. 
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Senator Ford. Thank you, Mr. Johnson. 

I am goit^ to pass now to my distii^uished friend here. Senator 
McCain. We are fill pleased that Senator Danforth is back, Mr. Fre- 
dericksen. I am going to give up my time now so we can get to 
them quicker. 

Senator McCain. I look forward to that exchange, too, Mr. Chedr- 
man, and I am sure Mr. FrederickBen does, too. 

Mr. Mathias, I understand you have a unique problem here. I 
frankly do not have any questions for you. I understand that it is 
critical to the continued successful operation of Pan American that 
they preserve their slots, which they did pay for. 

I would remind you that the vast majority of slots were not peiid 
for but were received for free. As you know, they were a govern- 
ment asset, and now they not only can be sold but can be leased, 
which I find very difficult to understand. 

I would like to say to you, Mr. Mathias, that you and other aii^ 
lines who find yourselves in a situation where they made a sub- 
stantial investment in a slot that it is not the intent of this sponsor 
of the legislation to deprive you of a very valuable Emd, in fEict in 
your case, perhaps critical asset. So I hope you understand that 
when we continue to address the various aspects of this legislation. 

Mr. Hoeksema, first of fill, congratulations on being one of two 
post-deregulation airlines that survived. I saw you on some pro- 
gram one night where you described how you did it, and I think it 
is an example of entrepreneurship and tenacity that is certainly 
exemplary. 

Basically this is for the record because I know the cuiswer. Would 
you basically enumerate just how an airline can own a computer 
reservation system and put you at a competitive disadvantage? 

Mr. Hoeksema. There are a couple of aspects to that. First of all, 
inaccurate data. We have had examples. Just to give you one exam- 
ple, a passenger in Albuquerque who flies frequently between 
Denver and Milwaukee has repeatedly not been able to find us in 
the computer reservation systems of the travel agents in the Albu- 
querque area. Upon talking to the CRS vendor, they said this was 
an oversight and they would correct it. That type of thing happens 
on occasion. 

I will give you another example. When we started service to 
Kansas City last year, it takes from 10 to 15 days from the time we 
give the information to the C^S vendor for that information to be 
loaded. The owner of the system can load theirs right away. There 
is quite a delay for us. 

We announced our service to Kansas City, and after we waited 
for that week or week-trnd-a-half delay we monitored our bookings. 
They were not picking up very rapidly. The bookings from the Mil- 
waukee side to Kansas City were doing well, but from the Kansas 
City side to Milwaukee were not doing well. We were a little sur- 
prised by that because we figured we had gone into a pretty good 
market and we had done our homework. 

After about an additiontil week and a luilf, we checked and found 
out by calling a bunch of travel agents in the Kansas City area 
that we were not displayed at all. We called the CRS vendor, and 
through fin oversight we had not been loaded at all in that particu- 
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lar market. Once they corrected that and loaded us, our booking 
begEin to increase significantly. 

So inaccurate data and delays in display are certainly ways that 
from a small carrier perspective provide a disadvantage for us. I 
think there are excessive costs. In addition, in a host carrier there 
is a loyalty and a bias built in, not that that is all particularly bad, 
but the host carrier has the ability to look at our and the competi- 
tors' bookings. They can see, for example, that a competitor's book- 
ings on a particular fiight are building up and getting full, and 
tiiey can then increase their fares on that competitive leg. It cer- 
tainly is an advantage for them which somebody like us does not 
have. 

Senator McCain. Mr. Crandall says, Mr. Hoeksema, that he in- 
vested in a CRS when nobody else would. Should we punish him? 

Mr. Hoeksema. Certainly philosophically I would like to think 
that there is a way to avoid requiring divestiture. Certainly some- 
body who invests money in something should be able to reap the 
returns, and if there was a way to do that through monitoring and 
regulation I would think that would be a better choice. 

Our experience over the last several years has not indicated that 
that monitoring and regulation system is sufficient, and if that 
could be changed that might be a better alternative at this point in 
time. We have not seen the positive impacts of that regulation. 

Senator McCain. Mr. Johnson, thank you for your testimony. I 
think it is a very comprehensive statement and one with which I 
have no question. Thank you for being here. 

Thank you, Mr. Chairman. 

Senator Ford. Senator Hasten. 

Senator Kasten. Mr. Chairman. 

Mr. Mathias, you looked as though you wanted to respond to the 
same question as Mr. Hoeksema in terms of the computer disad- 
vantage and trying to deal with the computer problems. I have 
other questions, but I want to give you a chance to fill out this part 
of the record if that is what you would like to do. 

Mr. Mathias. I was just nodding in agreement, of course, com- 
pletely with him and with the testimony of Mr. Davidoff of ASTA 
that has been put in with resect to the different ways that the non- 
vendor carriers are disadvantaged by the system. 

It is really not a fair way to put t5ie question to fisk whether Mr. 
Crandall and the investment that he wisely made should now be 
punished or to wipe out his investment. What we are really trying 
to do is solve the abuses of it. It is possible through effective and 
energetic DOT regulation to do that. It would appear that over the 
past few years we have not seen that kind of energetic supervision 
of the CRS systems despite the DOTb own study about grossly ex- 
cessive prices to carriers like Midwest Express and Pan Am and 
America West and despite other abuses involving the leasing of 
CBS systems, et cetera. 

So whatever this committee could do if it does not pass CRS leg- 
islation, punishing Mr. Crandall at least could put him back on the 
reservation where we all get a fair shake. 

Senator Kasten. If you were going to divest, it would not seem 
that we would necessarily punish him. That is a profit center right 
now for that airline. That company would be put up for sale, and a 
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number of people who buy it. His investment would be rewarded, it 
seems to me. 

Mr. Mathias. That is true. 

Senator Kastbn. He would not be operating it out in the future 
because of the abuses. 

Mr. Hoeksema, I understand from your testimony why Midwest 
Express has not been able to purchase slots. You talked about the 
fact that they were not for sale. What about leasing? Are slots 
available for lease? 

Mr. HOEK9EMA. There are a few slots available for lease. We 
have leased two slots each from two different carriers. As was testi- 
fied to earlier, normally those periods are relatively short, six 
months or less, and it is very impractical for a small carrier like us 
to introduce and tool up for a brand new service into a slot-con- 
trolled Eurport and six months later we fu-e out in the cold. So it 
r^Jly becomes a fairly impractical thing for a new entrant or a 
limited incumbent carrier. 

Senator Kasten. You mentioned that four slots were not suffi- 
cient to serve a particular meu-ket, and you suggested in your testi- 
mony that 12 would be sufficient. 

Is 12 the minimum or is 12 the number that you would like? 
Could you explain to me the problems with four and why 12 is the 
right number and the problems of operatii^ at those various num- 
bers? 

Mr. Hoeksema. First, I did not mean to imply that you could not 
operate with four. We have been operating at National emd at La- 
Guardia for some time with four slots which gives you two flights 
in each direction per day. It certainly is not an optimum thing. It 
is not an efficient thing. You have an investment in people and 
equipment and all at that at the airport. You must serve the entire 
day. You cannot have both of your flights in the morning or both of 
your flights in the afternoon if you want to really attract your 
market. 

So you have to have people there all day long, and it is very inef- 
ficient. We want to have our own people. Midwest Express has the 
reputation of providing a good quality service. It is important to us 
that we have our own employees that are trained in our system to 
meet the public, so it becomes a very ineffective and inefficient 
system when you only have two flights a day. 

Another factor in terms of minimum number of flighte is that 
passengers prefer to travel on a carrier that can provide a choice of 
flights in a market. It is ironic that in 1989 Midwest Express was 
denied an opportunity to provide transportation togovemment em- 
ployees because Midwest Express did not have sufficient frequency 
of service between Washington National and our hub in Milwaukee 
to meet the minimum frequency standards of the General Services 
Administration for that market. 

Midwest Express could only ofler two flights each way because of 
the FAA slot restrictions. GSA requires a minimum of four each 
way. Midwest Express was denied the government contract despite 
the fact that we offered air fares 8 percent below the fares of the 
airline that received the government contract. This is a graphic ex- 
ample of how the public pays the economic consequences of an 
FAA policy that has protected entrenched large carriers. 
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Senator Kasten. Do you know why GSA has that policy? I just 
learned something. Is the idea that they do not want you to have to 
stay overnight if you miss one flight? They want mere to be at 
least the minimum number so that would force the Federal em- 
ployee to stay overnight? Is that why they have the policy that you 
have to have at least a certain number of flights? 

Mr. HoEKSEMA. That is right, and the traveling public thinks the 
same way. They like to fly on a carrier that has a number of op- 
tions. If their meeting is late and they miss that flight, they like to 
have options later in the day. So it is very important from a mar- 
keting point of view. 

Senator Kasten. I have just one fmal question regarding not the 
slots but the gates and the services. 

Can you elaborate on problems that limited incumbents or new 
entrants have encountered in obtaining gates and services at miyor 
airports, and is there a way that we can remedy some of these 
problems? 

Mr. HoEKSEMA. I briefly alluded in my comments to two aspects 
of the problem. One is long-term leases on gates that lai^e carriers 
have. In some cases, for example, when we began service to Los 
Angeles just over a month ago, we were informed that some gates 
in a particular terminal there were underutilized but they were 
under long-term lease to a m^or carrier and consequently were not 
available to us. 

The other part of that is there are gates that the airport author- 
ity has, and they are not subject to lease to anybody else, but for 
some reason they have chosen not to lease those out to us. For ex- 
ample, also in Los Angeles there was a gate that had been recently 
vacated by Braniff that was not subject to any lease but the airport 
refused to allow us to use the gate because of what they felt was 
terminal congestion and the ffict that some of the carriers in that 
terminal may want to use that gat« at a later time. So it has really 
been difficult for us to get gate space. 

I might add that we estimated last year we spent an additional 
$1 million because of costly hEmdling fees by being handled by 
other carriers where gate spaces were not available for us, and it 
was $1 million more than had gates been available and had we 
done that handling on our own. 

In terms of remedies, I think it is a difficult question. Certainly 
if there was a system where a certain amount of usage had to be 
required, if there were a number of gates that were under lon^- 
term lease with a mi^jor carrier and there was underutilization, it 
would be helpful if there v/aa a mechanism that some of those un- 
derutilized gates could be made available or have those leases ter- 
minated somehow. 

Senator Kasten. Mr. Cluurman, thank you. 

Senator Ford. Senator Danforth. 

Senator Danfobth. Thank you, Mr. Chairman. 

Mr. Chtdrman, accompimying Mr. Johnson is General Bennett, 
who is the director of Lambert in St. Louis, and I would like to ask 
him a question if I might. 

Senator Ford. He is available. 

Senator Danforth. General, the question is, of course, about 
Lambert. Let us say that we do not act on the RFC issue and that 
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passenger facility charges are not created and that, therefore, Lam- 
bert is not able to put one in place. 

What would be the effect on Lambert with respect to expansion, 
and what would be the possibility of getting new entrants at Lam- 
bert? Then more generally with respect to the whole St. Louis area, 
what, in your opinion, would be the effect? 

General Bennett. Since der^ulation. Senator, the enplaned pas- 
sengers at Lfimbert have doubled, and they are forecast to double 
£%ain within the next ten to 15 years. We are a physically con- 
s&ained airport in that our runway configuration will not accept 
those types of increases; therefore, we must expand Lambert Air- 
port in order to take advantage of that. I say we must expand it 
because the economic impact on the whole area has also doubled 
during that period, the benefits that are derived from having a 
large hub airport. 

If the PFC is not enacted, the expansion pn^ram which we fore- 
cast to cost somewhere in the neighborhood of $1 billion would re- 
quire a fourfold increase in the landing fees of the airlines operat- 
ing out of Lambert, and that would be a sudden increase, a fourfold 
increase. We currently charge approximately $1 per thousand 
pounds of landed weight. That would go to approximately $4 and 
maybe even higher in order to do that. 

In order for us to achieve a fourfold increase or any increase for 
that matter in landii^ fees, it requires the acceptance and agree- 
ment of the airlines operating there. In our mqjority-in-interest 
agreements, the airline that lands the majority of the weight, 
which is TWA which dominates us to the tune of 82 percent, does 
have a veto power over any increase in landing fees. So it would be 
basically we would have to ensure that TWA would accept, as well 
as the other airlines, a fourfold increase in landing fees in order to 
do that. That would provide the revenue stream to go to the bond 
market in the traditional manner with the revenue bonds to build 
the airport. 

With a PFC, it would require, as the PFC is outlined in the cur- 
rent administration bill, a very modest increase in the landing fees, 
and the rest of it could be paid by the PFC. 

Now as far Eis what would happen to the whole area, it is vitally 
important that we do 

Senator Danfohth. How about new entrants first? 

General Bennett. New entrants? I have no room for new en- 
trants today. Every single gate I have is occupied and will be occu- 
pied up until the year 2005. The airlines can trade these gates like 
they do slot times or anything else. I have no control over them. If 
I have to build new gates, I can build a minimum number, about 
approximately 10 gates which will not provide any meaningful 
competition to anybody, ten new gates at Lambert. Currently, 
TWA has approximately 46 gates, and ten new gates would do 
nothing. 

So I really cannot accept new entrants at this time. Not only the 
gates, but I do not have the runway capacity to increase the 
number of airlines coming in. Simply, the £urport must expiuid. 

Senator Danforth. Now the area that you were b^^mning to 
talk about? 
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General Bennbtt. The economic impact on the Greater St. Louis 
area is quite significant. ATA ran a study about three or four years 
ago that said that Lambert had about a $2 billion annual impact 
on the local area, and recent studies we have completed are going 
to show that that is very, very conservative, to the tune of about 
two to one. We feel that it is closer to about a $4 billion annual 
impact, and if the airport is expanded, that economic impact will 
continue to grow up to maybe $8 to $10 billion in the next 10 to 15 
years. 

It has a tremendous impact on the local area. It provides jobs, 
and it provides a great economic thrust. 

Senator Danforth. If there is no PFC? 

Genei^ Bennett. Again, the expansion of the airport will 
depend upon the Eigreement of the airlines. It can be done, but they 
must agree to it. With the PPC, we can do it independently. 

Senator Danporth. Do you think it is likely that TWA would 
agree? 

General Bennett. Given TWA's current Hnancial position, I 
cannot speculate on that. 

Senator Danporth. You believe, therefore, that without a PFC 
there would be no expsinsion? 

General Bennett. I cannot say there would be none, sir, because 
TWA might very well agree to it, reluctantly. 

Senator Danforth. Would you say that uie possibility of expan- 
sion would be in serious question if there were no PFC? 

Generetl Bennett. Yes, I would say that, sir. 

Senator Danforth. Thank you, Mr. Chairman. 

Senator Ford. What about code-sharing? 

Senator Danforth. This is what is ciJJed the sucker punch. Not 
having had the benefit of hearing your testimony, this is Lucy's 
footbml that has just been put before me by Senator Ford, and I 
am going to fall for it. I do not know what you said, but do it to 
me. 

Senator Ford. In the words of a great statesman, relax. 

Mr. Fredericksen. Let me do it this way. I will just answer a 
couple of the questions, if I cein, that you presented to Mr. Shane 
fi:om the point of view of the people who are in the business of 
code-sharing. 

You eisked whether or not code-sharing presents a competitive 
advantage. The answer is absolutely yes. Anytime you provide 
more convenient service for less money to a passenger, that is 
going to provide you a competitive advantage. The way the airlines 
compete with each other in Missouri, as I mentioned, is they have 
interhub competition. Northwest Airline flies through Memphis to 
many communities in Missouri. American Eagle flies throi^lh 
Dallas-Fort Worth and Nashville. They have avoided the TWA hub. 
That is the source of the competition in Missouri. 

The two TransWorld Express carriers that operate into Lambert 
Field, Air Midwest and what used to be Resort Air and is now 
called TransStates, do control that market pretUr well, find that is 
because of their connection with TransWorld. That is the advan- 
tage of code^haring the passenger gets. When he gets on that air- 
plane in Springfield, Missouri, he gets a through ticket all the way 
to wherever he is going. His bag goes idl the way. He gete a con- 
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venient connection, and in most cases the amount of the fare that 
he pays for that short trip from, say, Springfield to St. Louis is 
much less than he would have peiid had the two carriers been total- 
ly independent. 

The other subject you mentioned was whether or not it was a de- 
ceptive practice for the consumer, and I have to disa^'ee with that. 
I think that there are many steps in place to make sure that the 
consimier knows that he is operating on a different company. One 
is that the companies are not called TWA. They are called Trans- 
World Express. 

The travel aigents or the reservations agents are required to tell 
a person when he buys a ticket that he is chaining to a different 
company. 

There are signs that are required right on the side of the air- 
plane that say this airplane is being operated by TransStates or 
Air Midwest. 

Senator Danporth. Further presenting my chin to your fist, why 
does code-sharing provide more convenient service that could not 
be provided by interline agreements? 

Mr. Frbdericksen. Well, I will tell you how a code-sharing ar- 
rangement works. There is a partnership, but that is a loose tenn. 
Basically, the regional airline changes ite schedules to match the 
schedules of the big airline, and the computer reservations systems 
are used to do that. The big airline chaises the small airline for 
every passei^er that it gets on its ticket system. That arrange- 
ment, though, works real well for the passenger because you are 
able to set up a very symbiotic system that operates eUmost as 
though the megor airline owns that small airline, £uid you get con- 
nections that are half an hour rather than what would omerwise 
be a random system. 

Senator Danforth. It is difficult for me to see how an anticom- 
petitive practice could help the traveling public, and it is further 
difficult for me to see how anything that you have mentioned as a 
convenient service could not be provided by contract without code- 
sharing. 

Mr. Fredericksen. You mean without using the name? 

Senator Danforth. That is my understanding of what code-shar- 
ing means, simply that on the computer screen the letters appezir 
which are the same as the letters of the major airline. 

Mr. Fredericksen. There is more to it than that. To enter into a 
code-sharing arrangement is a very expensive and involved opei^ 
ation. The m^or airlines generally demand that the customer get a 
level of service that they feel is equivEilent to their operations. The 
ticket counters are changed. The uniforms of the people at work 
are changed. 

Senator Danforth. Well, believe me, nobody who flies from here 
to Columbia once they got at the airport would conceivably confuse 
a TWA plane with a Resort Air, or whatever it is now called, 
plane. 

Mr. Fredericksen. I do not think that is so easy. Senator, be- 
cause, Eis I mentioned, 15 of my member airlines are ftUly owned by 
the m^ors. If you get on an American Eagle flight in most of the 
country, you are getting on an American Airlines flight. If you get 
on a Pan Am Elxpress, you are getting on a Pan Am 
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Senator McCain. That is not the same thing. That is not code- 
sharing. 

Mr. Frederickben. If you do not consider it code-sharing — and it 
is not totally clear irom the bill — what you are doing is telling 
every major airline they better get out there and buy those r^on- 
als right now. 

Senator Danforth. Let me tell you my understanding about 
code-eharing. My understanding of (xxle-sharing is that when you 
look at the screen, the seune letters appear for uie major airline as 
for the commuter airline, thereby creating the impression that it is 
a single airline that is flying you all the way. 

Mr. Fredericksen. That is true; there is the single letter. 

Senator Danforth. The baggage handling and whatever other 
arriuigements can be handled by contract separate and apart from 
the code-sharing; and that, therefore, the code-sharing which pre- 
sents one airline as being another airline is really a deceptive prac- 
tice in that it is anticompetitive. 

Mr. Fredericksen. Well, as I said, I do not think it is anticom- 
petitive other than the fact that it offers the passenger a better 
product. When you look at a computer screen, it says TW, but if it 
is a TW commuter it says TW with a star next to it. It is the same 
as when you look in the officiEil mrline guide. There is always a 
star next to it to tell you that that is not the same airline. A so- 
phisticated or even a nonsophisticated traveler knows that. 

I think the committee should be very careful. This feed traffic, 
the feed from the regional airlines, is very important to the majors. 
I have heard m^or airline presidents say that represents tiieir 
profit margin. 

Senator McCain. May I ask just one question. Senator Danforth? 
How can a new commuter airline start service from a small com- 
munity when faced with competition from a competitor that shares 
a code with a m^or turUne? 

Mr. Fredericksen. That is a tough question. The answer is it is 
very hard to do that. You have to start service in a community 
that the m^or airlines are not interested in, and that is the bottom 
line. 

Senator Danforth. I want to just say to you that I have never 
had an idea in my life which has not been open to question if some- 
body can present me with a strong ailment agiiinst it. I met last 
Friday in Joplin with oflicials for their community and people who 
are very interested in their airport. They expressed great concern 
about tJtie code-sharing provisions of this bill. So naturally, if any- 
body presents concern I am going to look at it Eigain. 

You have presented concern. It does not stnke me, just off the 
top of my head, that what I understood this bill to be doing would 
in imy way disadvantage the people who are using the commuter 
airlines because I viewed it simply as an antideceptive practice pro- 
vision. 

Mr. Fredericksen. I really think this part of the bill, on this 
part which I am tfilking about, the code-sharing part, will definite- 
ly drive a concentration of this airline industn, because those 
ouyor airlines who do not already own their feeder networks will 
be forced to do so if this bill is enacted. 

Senator Danforth. Okay. Thank you very much. 
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Senator Ford. Thank you, Senator Danforth. 

I do not understand. I am just as happy as I can be that I have 
American E^le in my hometown and Northwest commuter. That 
is the only connection we have. I do not worry too much about 
code-sharing at all. Maybe it is competitive out there, but boy, 
when that is all you have, you like it. 

When I get my little sheet from the airline ticket office or from 
the travel agency, it's always Delta, ComAir, American Eagle; it is 
all right there. If I can read, I understand that I am going from 
one Eiirline to imother. I have no problem, and I find that pretty 
standard throughout all of the different agencies that provide tick- 
ets. I have never had them tell me you are going on that big bird 
and you are going to land in Owensboro and we have a 3,000 foot 
runway there. It does not work that way, Jack. 

Let me finish up with a couple of questions here. 

Mr. Johnson, I have always had a strong feeling about you fel- 
lows. It seems like you are in Catch 22. If airlines are in trouble 
they fuss at you; if the public is in trouble they fuss at you; find the 
city fathers fuss at you if the mrport is not properly operated, and 
if you do not fill out the right kind of forms so you can get some 
money to pour some more concrete. Then everybody wemts to get 
on your airport for nothing. We have a little problem with that, so 
we are going to get into some of that later on, I think the week 
after next. 

What role do you believe air carriers should play in airport ex- 
pansion Emd development? 

Mr. Johnson. I think as a miyor user of that development, air 
carriers should be involved from ^e beginning in user consultation 
which is essentially required under the AIP prt^am today. I think 
that consultation has provided good guidimce to airports as it re- 
lates to the needs of the airlines and our attempt to match those 
needs with their expressions. 

Senator Ford. Airlines never make a decision to use an airport 
operated by your membership unless there is something there that 
will benefit them Emd their expansion is a possible improvement in 
passengers. All those thirds are taken into consideration before an 
airline decides to come in or you have the things available. 

So it is a mutual understanding between you and the airline, is it 
not? 

Mr. Johnson. It is a mutual understanding. At some airports, 
however, there are airlines that would like to come in and cannot. 

Senator Ford. I understand. Well, your testimony indicates that 
the majority-in-interest clauses limit competition. What action 
should we take to address those clauses? 

Mr. Johnson. I think that the mfHority-in-interest clause was 
created in a r^ulated society, at which time the incumbents were 
always going to be at a given airport. They were, therefore, de- 
signed to protect the cftrriers from airports overbuilding. I think, 
however, with the deregulated system in which we now operate, 
airports would like in some instances to build additional facilities 
to meet demands that they see for their loceil community. In some 
instances those have been blocked. 

I think perhaps in the past they have been blocked to a limited 
extent because carriers and airports have tried to work out realis- 
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tic Bolutions to the demand that they felt carriers would support. 
As a result, airport operatorB have not tried to expand airports to 
the point where we would have additional capacity today. I think 
the impact of majority-in-interest clauses probably will be greater 
in the future as we try to further expand airports to accommodate 
new entrants and also those who are seeking to expand. 

Senator Ford. The airport improvement trust fund is limited to 
concrete and aprons and land and so forth. I am not sure about 
slots, but what about gates? I heard Lambert Field make the state- 
ment that they might be able to expand a few more gates but that 
is the end of it. 

Would you have any interest or would there be any interest in 
using that trust fund to help you with gates, provided a new en- 
trant was going to be involved? 

Mr. Johnson. I think it would be beneflcial if gates could be 
funded through the trust fund. At the present time there is really 
a prohibition against using those funds for 

Senator Ford. I understand, but there would have to be some 
kind of guarantee, I think, that you were improving competition. 

Mr. Johnson. I also think that airports that use those funds or 
alternate sources should not charge incumbents for new gates that 
are not used. I think airports should assume that responsibility 
until such time as the tenant is found; or if they believe that a 
tenant will come immediately, it is probably a moot point. 

Senator Ford. Let us talk about Midwest Express here a little bit 
and see how we do. 

Your testimony refers to the slot withdrawal lottery conducted 
by FAA in 1986, 1 believe. 

Did Midwest Express sell any of the slots they acquired through 
the lottery? 

Mr. HoEKSEMA. Yes, sir. We received four slots at Washington 
National Airport in 1985 through the scheduling committee. They 
were Air One slots. Air One went bankrupt. We got those through 
the luck of the draw. 

In the SFAR-48 withdrawal lottery in 1986, we got four LaGuar- 
dia slots and two additional Washington National slots. 

Senator Ford. So that is six and four? 

Mr. HoEKSEMA. Yes, sir. The Washington National slots that we 
got in the 1986 lottery were signiHcantly better times to meet our 
schedule than the slots that we had gotten in 1986. A buy-sell was 
in effect. 

Senator Ford. Are those Washington National slots? 

Mr. HoEKSEMA. Yes, sir. Buy-sall was in effect at the time. I was 
very happy to see buy-sell come. I thought it was a system that was 
going to work very well. Not having additional aircraft at the time, 
we sold two of the slots and we kept the slots that had the better 
times for our schedule and for our customers in Wisconsin thinking 
that when we purchased additional aircraft we could then, through 
the buy-seil mechanism, buy additional slots. Unfortunately, that 
has not been the case in practice under buy-sell. 

Senator Ford. So you did sell two slots expecting to buy some 
from someone else and there were none out there to buy? 

Mr. HoEKSEMA. That is correct. 
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STAm&TOFHCH. fJMCif UNDO) KASSEBAIH, V.S. SEHMtfi FBCM KflEAS 

Hr. Chairnan, I appreciate the opportunity to express ny views regarding 
S. 1741, tlie Airline Conpetition Enhanceaent Act of 1989. I M0u1<t like to 
coeaend Senators Danforth and HcCain for their efforts on the important issue 
of cai^)etition in the airline industry. The problem this bi11 seeks to address 
is certainly one that requires our attention: Fewer airlines have led to 

Sreater concentration at hub airports and that concentration has resulted In 
igher fares for the travelling public. Although 1 may disagree with how 
S. 1741 atte^)ts to resolve this problem, I support its basic goals. 

Specifically, I believe the provisions of the bill concerning computer 

*-'Ti systems have soae merit. In addition, improving the means by which 

ciaias DT anticompetitive or deceptive practices nay be heard is worthy of 
further consideration. 1 also believe there is an urgent need to find a 
solution to the current slot-allocation problem at high-density airports. 
HoMver, I do have concerns with the provision of the bill that calls for the 
auction of slots. I believe there are alternatives, such as allowing conauter 
slots to be used for jet service, that may be worth further exanination. 

In any case, the current shortage of slots and operating capacity at high- 
density airports are indeed obstacles to new entrants. Efforts to reduce such 
barriers to competition should be encouraged. Another such barrier of 
particular concern to me Is language in the International Air Transportation 
Competition Act of 1979, pertaining to air carrier service at Dallas Love 
Field. I have introduced a bill, S. 1333, that would repeal this language and 
remove this restriction on competition. 

Ten years ago, a section was included in the Internationa! Air Transpor- 
tation Competition Act to prohibit commercial air carriers froa providing 
service between Dallas Love Field and points located outside of Texas or Us 
four surrounding states. This effectively limits travel Into and out of this 
airfield to only destinations in Texas, Louisiana, Oldahoma, Arkansas, and New 
Mexico. 

Air carriers originating from all other states, must fly into the Dallas- 
fort Worth airport in order to have access to the highly traveled Dallas area. 
This restriction applies as well to any carrier that provides connecting 
service within one of the four contiguous states to an aircraft that originated 
in any other state. Two separate, one-way tickets are required for such con- 
necting flights if they want to land at Love Field. Clearly, the restrictions 
have made it prohibitive to land at this airfield. 

Upon examination, it is evident that this has led to higher air fares for 
sooe segments of the United States and lower air fares for others, regardless 
of the distance traveled and the populations served. Fare discrepancies exist 
in aany of the markets where major carriers serve Dallas, but where Southwest 
Airlines does not. Southwest is currently the oniy coaaercial air carrier 
providing jet service to Love Field. This has left states just beyond the 
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tic solutions to the demand that they felt carriers would support. 
As a result, airport operators have not tried to expand airports to 
the point where we would have additional capacity today. I think 
the impact of majority-in-interest clauses probably will be greater 
in the future as we try to further expand airports to accommodate 
new entrants and also those who are seeking to expand. 

Senator Ford. The airport improvement trust fund is limited to 
concrete and aprons and land and so forth. I am not sure about 
slots, but what about gates? I heard Lambert Field make the state- 
ment that they might be able to expand a few more gates but that 
is the end of it. 

Would you have any interest or would there be any interest in 
using that trust fund to help you with gates, provided a new en- 
trant was going to be involved? 

Mr. Johnson, I think it would be beneficial if gates could be 
funded through the trust fund. At the present time there is really 
a prohibition against using those funds for 

Senator Ford. T understand, but there would have to be some 
kind of guarantee, I think, that you were improving competition. 

Mr. Johnson. I also think that airports that use those funds or 
alternate sources should not charge incumbents for new gates that 
are not used. I think airports should assume that responsibility 
until such time as the tenant is found; or if they believe that a 
tenant will come immediately, it is probably a moot point. 

Senator Ford. Let us talk about Midwest Express here a little bit 
and see how we do. 

Your testimony refers to the slot withdrawal lottery conducted 
by FAA in 1986, I believe. 

Did Midwest Express sell any of the slots they acquired through 
the lottery? 

Mr. HoEKSEMA. Yes, sir. We received four slots at Washington 
National Airport in 1985 through the scheduling committee. They 
were Air One slots. Air One went bankrupt. We got those through 
the luck of the draw. 

In the SFAR-^8 withdrawal lottery in 1986, we got four LaGuar- 
dia slots and two additional Washington National slots. 

Senator Ford, So that is six and four? 

Mr. HOEKSEMA. Yes, sir. The Washington National slots that we 
got in the 1986 lottery were significantly better times to meet our 
schedule than the slots that we had gotten in 1985. A buy-sell was 
in effect. 

Senator Ford. Are those Washington National slots? 

Mr. HoEKBEMA. Yes, sir. Buy-sell was in effect at the time. I was 
very happy to see buy-sell come. I thought it was a system that was 
going to work very well. Not having additional aircraft at the time, 
we sold two of the slots and we kept the slots that had the better 
times for our schedule and for our customers in Wisconsin thinking 
that when we purchased additional aircraft we could then, through 
the buy-sell mechanism, buy additional slots. Unfortunately, that 
has not been the case in practice under buy-sell. 

Senator Ford. So you did sell two slots expecting to buy some 
from someone else and there were none out there to buy? 

Mr. HoEKSEMA. That is correct. 
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Hr. Chairman, I appreciate the opportunity to express ay views regarding 
S. 1741, the Airline Conpetition Enhancement Act of 1989. 1 would like to 
conaend Senators Danforth and McCain for their efforts on the Important issue 
of coapetition in the airline industry. The problem this bi11 seeks to address 
is certainly one that requires our attention: Fewer airlines have led to 
greater concentration at hub airports and that concentration has resulted in 
higher fares for the travelling public. Although I nay disagree with how 
S. 1741 atte^)ts to resolve this probleM, I support its basic goals. 

Specifically, I believe the provisions of the bill concerning computer 
reservation systems have sone merit. In addition, improving the means by which 
claims of anticompetitive or deceptive practices nay be heard is worthy of 
further consideration. I also believe there is an urgent need to find a 
solution to the current slot-allocation problem at high-density airports. 
ifaiwever, I do have concerns with the provision of the bill that calls for the 
auction of slots. I believe there are alternatives, such as allowing coiiButer 
slots to be used for jet service, that may be worth further examination. 

In any case, the current shortage of slots and operating capacity at high- 
density airports are indeed obstacles to nevi entrants. Efforts to reduce such 
barriers to competition should be encouraged. Another such barrier of 
particular concern to me is language in the International Air Transportation 
Competition Act of 1979, pertaining to air carrier service at OalUs Love 
Field. I have introduced a bill, S. 1333, that would repeal this language and 
renove this restriction on coa^etition. 

Ten years ago, a section was included in the Internationa! Air Transpor- 
tation Competition Act to prohibit commercial air carriers from providing 
service between Dallas Love Field and points located outside of Texas or its 
four surrounding states. This effectively limits travel into and out of this 
airfield ts only destinations in Texas, Louisiana, Oklahoma, Arkansas, and New 
Hexico. 

Air carriers originating from all other states, must fly into the Dallas- 
fort Worth airport in order to have access to the highly traveled Dallas area. 
This restriction applies as well to any carrier that provides connecting 
service within one of the four contiguous states to an aircraft that originated 
in any other state. Two separate, one-way tickets are requir 
necting flights if they want to land a" '" " ■"^-'■' "'---' 
have made it prohibitive to land a 

Upon examination, it is evident that this has led to higher air fares for 
some segments of the United States and lower air fares for others, regardless 
of the distance traveled and the populations served. Fare discrepancies exist 
in many of the markets where major carriers serve Dallas, but where Southwest 
Airlines does not. Southwest is currently the only commercial air carrier 
providing jet service to Love Field. This has left states just beyond the 
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borders of the Texas -contiguous states, such as Colorado, Missouri, Tennessee, 
Mississippi, and Kansas, subject to higher fares to Dallas than their neighbors 
even though the distance traveled Is less. Such unfairness should not be 
allowed to continue. 

Since Southwest cannot provide direct service to any point beyond the four 
contiguous states, other carriers have Tittle reason to reduce their fares to 
other 'outside" destinations. The fact that fares to Dallas are so low for 
those points which Southwest serves speaks to the need for renoving the 10- 
year-old restriction on Love Field. 

To allow this situation to continue would be to condone anticompetitive 
law and to encourage dlscrininatlon against many for the benefit of a few. 
Like Senators Danforth and McCain, I believe It Is essential to encourage 
COBpetltlon within the transportation community In order to protect the 
Interests of the travelling public. 

Finally, I would like to mention that In the make of deregulation, we have 
witnessed a number of bankruptcies within the airline Industry. Airline ticket 
holders have been left stranded when bankruptcy is declared. For this reason, 
I have introduced, with Senator Danforth, S. 1856, the Airline Bankruptcy 
Passenger Protection Act of 1989. 

Under this legislation, the airline industry would be required to develop 
a plan which protects airline ticket holders when an airline declares 
bankruptcy. If a satisfactory plan is not submitted by a specified deadline, 
the bill requires the Secretary of Transportation to Issue regulations 
requiring all covered air carriers to provide air transportation for such 
ticket holders. This legislation will help restore the public confidence 
necessary to maintain the Integrity and reliability of our public air 
transportation system. 
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The Awerlcan Society of Travel Agents , Inc. ( "ASTA" ) 
appreciates the opportunity to preattnt testimony before the 
CoHBlttee in Ite cons id«rat ion of S. 1741, the Airline competition 
Enhancement Act of 1969. 

ASTA is the world's largest trad* association of professional 
travel agents and has a vital interest in many of the issues raised 
by this legislation. ASTA Makes regular input to the Department of 
Transportation and before the Congress whenever the opportunity 
aristts. By virtus of the breadth of our organization, which has 
more than 11, 000 agent members engaged in all phases of air 
transportation distribution, we are wall aware of the issues and 
are competent to addresE them on behalf of our industry. 

ASTA is opposed to the enactment of S. 1741 in several 
respects. While the legislation is wall-meaning in purpose, we do 
not iMlieve it is a practical approach to eliminating the barriers 
to effective competition that have arisen in our industry. 

Z. DIVXBTITDItl or COHPDmi M8IRVATI0HB •TSTBIS. 

on the issue of computer reservations systems, for example, 
the bill contains few words, but they are potent words in that they 
would force the divestiture of computer reservations systems by the 
airlines in less than one year. ASTA has been very aggressive in 
its complaints to the governnent about the abuses in the CRS market 
that we have perceived both before and after the Civil Aeronautics 
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Board adapted its CRS regulations In late 19B4. He have filed two 
petitions for rulwwking with the Department of Transportation on 
these Issues. Me sight, for that reason, seen to be a logical 
candidate to support the most draconian of solutions to the CRS 
competition problem. 

As we have told the Department of Transportation, the evidence 
that the major vendors possess market power, and therefore have a 
coiq>atitive advantage, is so well documented in the Department of 
Transportation's 19es CRS Study that it seems no longer genuinely 
debatable. The large vendors have an enormous advantage when their 
dominance of an air transportation market is combined with their 
dominance of CRS placements in the local travel agency community. 

Using onerous contract provisions that include hugs liquidated 
damages, rollovers, minimum use and long terms, the dominant 
vendors lock in the travel agency community and assure the vendors' 
position in competition for passengers a* against other airlines 
seeking to enter the market. Because of the long duration of these 
CRS contracts, these effects linger even after the vendor's 
affiliated airline has reduced its schedules or departed the 
market. The vendor continues to extract unreasonable booking fees 
from the replacement carrier for every segment booked by local 
travel agents. The 19B8 DoT CRS Study establishes beyond doubt 
that these booking fees are extraordinary and not justified by any 
risk associated with the vendors' investment in CRS facilities. 

The federal courts in Hew Sork and elsewhere, applying state 
contract law, have upheld the enforceability of liquidated damage 
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claus«« In CRS contracts. Th* result is that many travel aqants 
will suffer huge, perhaps terslnal, financial losses. Other agents 
now have the nessage; when you sign a CRS contract containing 
liquidated damages, you are stuck. If the carrier practices 
"rollover" of the contract tern when new equipment Is added, the 
agent, in order to grow, is essentially locked in permanently. 

ASTA's rulemaking petitions would, if adopted, prohibit most 
of the onerous contract provisions that lock in travel agents 
regardlesB of changing market conditions, w* do not beliave that 
state contracts laws governing liquidated danages should be allowed 
to detemin* the policy in an area that so vitally affects 
Interstate conmerce and which la so fraught with other practices 
and conditions that restrict competition. 

He have urged DoT to, among other things, reduce the >aximum 
permissible term of CBS contracts to three years fron the present 
five year maximum. Combined with an effective prohibition of 
rollover practices, this change would accomplish the most in 
freeing agents from the domination of the large vendors. 

A three-year contract limit would force the vendors to compete 
•or* often for the CDS business of agents and would make it easier 
for agents to use multiple CRS systems. This, in turn, will help 
the public by waking available alternative information sources 
through the same agent. It would help airlines seeking to enter a 
new market by reducing the number of cases where the dominant CRS 
is that of the major competing airline or that of an airline that 
has actually vacated the market. 
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ASTA B>eli«v«B that its proposals, coabined with others 
contained in our rulenaking petitions with DoT will resolve the 
nost ssrious abuses of CRS narkst pow«r. H« further b*li*ve that 
the DepartBent of Transportation, through its regulations, is the 
nost appropriate vehicle tor making these changes in the behavior 
of the vendors. The review of the CRS regulations that is required 
bf DOT'S existing regulations is now underway, and we are expecting 
a notice of proposed ruleaaking to issue shortly. 

Accordingly, ASTA does not l»elieve that the divestiture 
remedy, as proposed by S. 1741, is the appropriate solution. While 
the legislation seems sinple and direct enough on its face, the 
complexities of forced divestiture are such that the actual 
divestiture sinply could not be inpleMented in tins to restore 
competition to the market when it counts most. It divestiture were 
ordered now, the Department of Transportation rulenaking procedure 
might well be delayed or halted. While the legal battle over the 
divestiture legislation raged on, the industry would continue to 
suffer under the current CRS rules, which have failed to achieve 
their goal of a fully competitive marketplace. 

The better prospect for near-ten relief from CRS market power 
thus lies with the Department of Transportation's rulemaking power. 

II. RSaULATIOa BY THE nDIIUUi TBADI COHMiaBIOai. 

ASTA is likewise opposed to the elimination of the barrier to 
industry regulation by the Federal Trade ComaisBlon. The 
gavern>«nt often declines to intervene in serious problems arising 
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in th« industry on the grounds that iregulation is to b* avoidsd and 
Marketplace solutions are to be preferred in almost all casas. It 
would be perverse if the governaent ware now to inpose double 
ragulation on the industry. The present jurisdiction of the 
Department of Justice and the Department of Transportation seem 
clearly sufficient to address any problems that may arise. If the 
Department of Transportation is perceived as lacking the will to 
use its authority, that problem should be addressed separately, and 
not by adding to the jurisdiction of another federal agency. 

III. MBSnOBS PACILITX CRMtQU. 

While ASTA has long been a vigorous and vocal supporter of the 
expansion of the airport and airway system, we are adamantly 
opposed to any plan that leaves the future development ot that 
system dependent upon local taxes called "passengar facility 
charges". This legislation contains no li*ltations on such 
charges, other than the necessity to obtain the advance approval of 
the Department of Transportation. There is no requirement, nor 
could there realistically be a requirement, for uniformity in 
concept or amount as regards these "charges". The prospect 
therefore exists that, regardless of the good intentions of the 
Department ot Transportation, a contusing ragia* of variable head 
taxes will be imposed by airports around the country. The cost of 
administering the collection and payment of these taxes would 
presumably fall upon the airline and travel agency industries. 
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Th*s* costs will not b« r*cavairabl«. Th* effect is aioilar to an 
additional direct tax on the industry. 

ASTA haa Contended for yaara that th* AxlEting airport trust 
fund should be used for necessary inproveaents to increase aviation 
safety and airport capacity. That fund, collected through the 
current eight percent da*estic ticket tax, has anassed over seven 
billion dollars. It nakes no sense to li^ose additional taxes on 
the travelling public uhen aost of those that have already been 
collected are not being used for their intended purposes, such as 
enlarged airports, additional air traffic control programs and 
updated passenger facilities. 

He are also concerned that the efftftt of the 'passenger 
facility charge" program, as outlined in this legislation, will Im 
to embroil the Department oC Transportation in lengthy and 
complicated proceedings, requiring it to evaluate airport financing 
programs from around the country. Hhile these proceedings, and 
possible court appeals from them, drag on, the much needed 
expenditure of funds to enhance the airport and airway system may 
be retarded even more than it is now. 
•• END •* 
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SnOHOT OT RICHARD raOCIESCH, PIESIIIMr, TRAVEL AVQJIE 

As prealdent of the nation's first discount travel 
agency, Travel Avenue, I feel vecy qualified to addreis the 
subject of airline competition. Some of the most effective 
and harmful methods of stifling competition are the practices 
airlines use to influence the sales travel agents make to the 
public. Having had to compete in a marketplace where the 
items listed below are common occurrences I know how they 
hamper fair and unfettered conpetition in the airline market- 
place. Please keep in mind that all of the ant i -competitive 
behavior discusaed in this paper would be prohibited if Con- 
gress would make It clear, by law, that the Roblnaon~Pattnan 
Act applies to airlines. 

The most harmful detriment to greater airline cotipeti- 
tion is that currently airlines can treat competing travel 
agencies differently, with the basis of that treatment being 
nothing more than whim; or even worse, made on the basis of 
race or national origin. Such behavior, as you know, is il- 
legal under Robinson-Pattman Act. 

For example, lets say that there are two travel agencies 
that are exactly the same in all aspects, located across the 
street from each other. The only difference between the two 
con^anies is that one, which we will call Good Guy Travel, 
gives unbiased advice and the other, which we will call 
Biased Travel, steers an above average portion of its 
business to Airline "A." As the situation c 
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Airline "A* can psaalize Good Guy Travel in a number of ways 
all. of which have the net result of Iceepincf this unbiased 
travel agency small and eventually driving it out of busi- 
ness. Let's look at some of the ways this can be done. 

1. Airline "A" can cut a favorable deal with Biased Travel 
on the Computer Reservation System that Biased Travel 
uses. Immediately Biased Travel has a cost advantage 
over Good Guy Travel in the cost of doing Business. 

2. Airline'A* can pay Biased Travel a higher commission than 
Good Guy Travel even though they both may do the same 
amount of business with Airline 'A.' 

3. Airline "A" can allow Biased Travel to book its customers 
in Airline 'A's* higher priced seats while charging them 
the cost of lower priced seats. This could talie the form 
of upgrading full fare coach seats to first class or 
charging super saver fares to customers when they are 
booked in full fare seats. 

4. Airline 'A* can give Biased Travel free and reduced rate 
tickets for its employees while withholding them from 
Good Guy Travel. This helps Biased Travel in two ways. 
First, they can hire better employees because of a more 
attractive benefits package and secondly, they can fly 
their sales employees to out of town sales calls for 
business much more cheaply than their competitor. 
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5. Airline -A- can give Biased Travel free tickets for 
Biased Travel to distribute to its corporate accounts, 
either as a reward for choosing Biased Travel or as an 
incentive to a prospective account for choosing Biased 
Travel. Good Guy Travel gets nothing. 

6. Airline "A" can help Biased Travel out if it has a 
problem. Some exaniples of this would be in clearing an 
important customer of Biased Travel onto a full flight or 
by forgiving a bill for a ticket issued at the wrong 
fare. Airline *A' can withhold the favored treatment 
from Good Guy Travel. 

7. Airline *A* can refer business to Biased Travel. For 
example, let's say that a company contacts Airline 'A' 
directly about a special corporate rate for the company's 
enployees. Airline *A* can say that it would be glad to 
give the corporation a special deal aa long as the corpo- 
ration shifts its business to Biased Travel. Good Guy 
Travel, in the best situation, does not get the referral, 
and in the worst situation loses an account that it al- 
ready had. 

S. Airline 'A* can sell Biased Travel an automated 
accounting system at a much lower price than it sells the 
same system to Good Guy Travel. In some instances Airline 
'A' may give Biased Travel the accounting system for free. 
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9. Airline *A* can give Biased Travel aoney for advertising 
and promotion while not including Good Guy Travel in on 

their co-op advertialng program, 

10. Airline "A" can simply cut off Good Guy Travel by refus- 
ing to allow them to sell tickets for Airline 'A.' Hot 
only does this deprive Good Guy Travel of a significant 
portion of its revenue but puts them in the position of 
being the only travel agency that can't sell tickets on 
all airlines. This also allow Biased Travel to tell 
potential customers that Good Guy Travel is, of course, 
biased because it can't sell seats on all airlines. 

As you can see all of these "favors" give Biased Travel 
a huge advantage over Good Guy Travel in both the price it 
pays for airline tickets and In the amount of money it takes 
to operate its business. Sone of the advantages make their 
way to Biased Travel's customers in the form of rebates which 
only serves to increase the number of companies and/or 
individuals that choose Biased Travel over Good Guy Travel. 

The greater Airline "A's" market share is in the ccmunu- 
nity served by Biased Travel and Good Guy Travel the more 
effective this process is. It does not have to be only the 
airline with a dominant market share that plays these giunes. 
Any airline can do it. However, the greater the airlines 
market share the greater its effectiveness in playing the 
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game. Indeed, this la the form competition takes in the 
market today. 

Over a period of tine what we end up with is a huge 
Biased Travel that owes its allegiance and profitability to 
Airline 'A* and a bankrupt Good Guy Travel whose only crime 
was to offer unbiased advice. Airline "A" has in^roved Its 
position in the market served by Biased Travel by getting rid 
of a travel agency that treated it the same as other airlines 
while retained a travel agency that pushes sales on Airline 
*A. * As Airline *A* repeats this situation over and over 
again airlines not practicing this type of anti -competitive 
behavior get pushed out of the niarket. Airline and travel 
agency competition is lessened and prices Increase. 

The problem with this type of airline competition is 
that the surviving travel agencies are not chosen by market 
processes, which would have those who give the best service 
and are most efficient surviving. Instead surviving travel 
agencies are selected by under the table deals that both the 
travel agencies and the airlines pretend do not exist. 

An example of the asttempt by airlines to make the 
public think travel agencies are unbiased are the airline ads 
which always say 'see YOUR Travel Agent.' They hope that the 
consumer will believe that the travel agency that the consum- 
ers visit is working £or t 
that places the ad. 
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vivlng travel agencies are not those that aerwe th« 
r best, but those that serve a particular airline [or 
airlines) best. By applying the law o£ Roblnson-Pattman to 
the airline industry these abuses can be stopped and con- 
suners can be served by a distribution system that responds 
to fair market forces, not the market power that one airline 
can apply to its list of favored travel agencies. 



DEPOSIT 
AUG 101990 



SHI 

Digitized by 



3 bios DDb g'^n tsi 



DATE DUE ■ 


































































































'a 



STANFORD UNIVERSITY LIBRARIES 
STANFORD, CALIFORNIA 94305-6004 



"'iitJJM ^^" 



